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EXPANSION AND PROTECTION. 


OvR war seems to be over, and its consequences have 
begun. The change in our national policy which has 
agitated us so much, and which ought perhaps to have 
agitated us more, is an accomplished fact. We have 
crossed the Rubicon, perhaps unwisely, but beyond all 
hope of retreat. Some are terrified, and some are exul- 
tant; more, perhaps, are somewhat dazed. But all seem to 
realize that something portentous has happened, however 
much they may differ as to what it portends. In the pres- 
ent article I have no intention of passing judgment, either 
explicitly or implicitly, on the general policy of expan- 
sion. The question lacks completely the one element 
necessary to command our attention. It is res adjudicata. 
All the discussion in the world will not undo what we 
have done or relieve patriotism of the obligation of acqui- 
escing in the result, not sullenly, but sympathetically, as a 
condition of farther service. Wisdom may be retrospec- 
tive, but it cannot be retroactive. 
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Of course, this may be interpreted unsympathetically, as 
an ignoble abandonment of principles in quest of popular- 
ity, an effort to keep on the winning side lest we be 
spoiled instead of spoilers; and it is possible to deserve 
such a criticism. He must indeed be a novice in the 
duties of citizenship who cannot accept defeat without 
shaking his convictions or share in victory without forget- 
ting his misgivings. But the insistence upon convictions 
and the expression of misgivings, which are a duty while 
action is pending, become an impertinence when action is 
past. 

I say so much at the outset because the purpose which 
I have in view will require some review of recent events, 
and the passions of the hour can easily divert attention 
from the real point. It should hardly be necessary to 
state further that but one among many consequences of 
our recent action, and not the most important one, is here 
dealt with. Any good or harm which expansion may do 
us in connection with protection may be much more than 
counterbalanced in other quarters. The considerations 
here advanced will therefore furnish no sufficient basis for 
judging the policy of expansion; and even within the 
narrower field they make no pretensions to completeness. 
My purpose is to be suggestive rather than exhaustive. 

The events of the last few months will always be mem- 
orable as illustrating the rapidity with which changes of 
public opinion regarding the most firmly established prin- 
ciples of our national policy may be effected under favor- 
ing conditions. No article of our political creed has 
seemed more certain than the Monroe Doctrine, a modus 
vivendi between the two hemispheres founded on mutual 
recognition and forbearance. This was unanimously ac- 
cepted by the American people until the first of May of 
the year 1898. And yet it was abrogated in spirit by this 
same people, perhaps as early as the first of June. This 
naturally suggests the question whether like surprises are 























EXPANSION AND PROTECTION 863 


in store for us in connection with other principles which 
seem firmly established in the popular mind. Protection 
is certainly a chief citadel in our Zion. It has been 
attacked from the very first with the utmost energy and 
persistence by enemies of resource; yet, though sometimes 
sore beset and seemingly doomed to succumb, it has so 
far baffled its beleaguerers, and looks to-day more impreg- 
nable than ever. The protectionist of course sees in this 
triumph of his principle the recognition of its justice 
and the expression of a determination on the part of the 
people not to sacrifice its advantages; while the free 
trader sees in it the clash of class interests and the 
continual triumph of the shrewd and well-organized few 
over the short-sighted and unorganized many. Without 
ranging ourselves on either side of the controversy, let 
us note the principal incidents and characteristics of the 
struggle. 

The American protective policy may be fairly ascribed 
to Alexander Hamilton. The reasons he assigned for his 
famous proposal were such as he thought would weigh 
with men whom he must persuade, but could not take 
wholly into his counsel. The reason which really actu- 
ated him may best be inferred from his policy, then mis- 
understood, but now seen to have been followed with 
marvellous singleness of purpose; . namely, the consolida- 
tion of the American union and the development of the 
national consciousness. Financiers who were not states- 
men have ridiculed his taxes, which scarcely paid the cost 
of collection and which produced little but irritation. 
But Hamilton knew what he was about. The excise taxes 
kept the fact of the federal government conspicuous be- 
fore men who were inclined to forget it, and roused petty 
rebellions which gave a welcome opportunity to display 
federal authority; while the import duties accomplished 
the same purpose by emphasizing national boundaries 
and increasing that national isolation which Hamilton 
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and Washington strove to wrap like swaddling-clothes 
about the infant nation. With all their efforts, they 
achieved but a meagre and precarious success until the 
three years’ war with England re-enforced their efforts, 
and, by its artificial isolation of our industries encouraged 
investments which protective legislation was afterwards 
invoked to perpetuate. Then came forty-five years of 
half-hearted and vacillating protection, followed by an- 
other war which again cast the sword into the wavering 
scale. Since then the policy thus firmly established has 
had but a single brief reverse. 

Whatever economic and other arguments may have 
influenced this development, there can be little doubt that 
it has been intimately connected with the growth and 
consolidation of the Union and the development of the 
national consciousness. Our jealousy of foreign inter- 
ference and foreign connections, our provincialism and 
self-sufficiency, have made the principle of America for the 
Americans a most congenial one in all connections. This 
has profoundly affected the national imagination, and estab- 
lished a taste for isolation, a predilection for those arrange- 
ments which consist with national independence and self- 
sufficiency. It is surprising that those who have so long 
debated the question of protection have shown so little 
appreciation of the fact that they were addressing a biassed 
jury. Urged to open their ports to the world’s commerce, 
the people have rejected all demonstrations of economic 
advantage with seemingly incorrigible prejudice. ‘“ We 
are loath to believe that such an arrangement would be 
to our advantage ; but, if it were, it is not to our taste.” 
Such an answer would epitomize the traditional American 
attitude on this subject. It exasperates the economists, 
at least those among them who unconsciously exalt their 
exposition of self-interest into a philosophy of human con- 
duct. Looked at from the standpoint of our national 
situation and our national necessity, it is perfectly intelli- 
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gible, and of course in its time and place justifiable. We 
began our national life with a dangerous lack of cohesion, 
and have passed through more than one crisis which we 
can hardly look back upon without a shudder. The insur- 
ance of national stability was infinitely more important 
than the insurance of larger dividends. How are nations 
solidified? By calculations of co-operative advantage and 
acts of incorporation? Never; but by the growth of sen- 
timents of preference for one another and of relative dis- 
like or disdain for outsiders. It must never be forgotten 
that those sentiments which hold nations together, when 
regarded in their character of reasonable judgments, are 
mere prejudices. This does not prevent their being both 
useful and necessary. It is but a prejudice that we esteem 
our wives and our children to be better than other peoples’ ; 
but woe to the integrity of family life, when these preju- 
dices lose their hold upon us! The first thing in the for- 
mation of nations is therefore, not the development of the 
most appropriate industries, but the development of the 
most appropriate prejudices 

The réle of national prejudice is far greater than is usu- 
ally supposed ; and it affects the action of classes usually 
believed to be quite exempt from its influence. It is gen- 
erally assumed, for instance, that business men, the shrewd 
organizers of industry, are little influenced by sentiment, 
and that, wherever they see a chance of profit, there they 
will go. It is doubtless true that sentiment in the ordi- 
nary form, of the sort recognized and rather disparaged 
as such, finds little place in the business man’s ordinary 
calculations. If he sees an opportunity to make money, he 
is not likely to be deterred from taking it by considera- 
tions of charity or patriotism or religion. Not that every 
business man will ignore these considerations; but some 
will always be found to do so, and therefore we are justi- 
fied in assuming that, wherever there is an obvious chance 
of profits, business will go. 








366 QUARTERLY JOURNAL OF ECONOMICS 


But this is very different from saying that, wherever 
there is a chance of profits, business will go, simply be- 
cause not all chances of profits are obvious chances. And 
one of the great factors in determining whether an oppor- 
tunity is obvious or not is the national prejudice, or, if we 
prefer a less disparaging term, let us say the prevalent 
culture, ideas, and temper of the nation. This is perfectly 
apparent when we consider nations far removed from us. 
For instance, the Chinese have possessed in their coal-fields 
an inexhaustible source of wealth; but, though they have 
known that the coal was there and known that it would 
burn, they have made little use of it. In their own way 
their business men are vigilant and enterprising, but they 
do not turn their enterprise in this direction. The reasons 
are fairly characteristic. Even the fear that, if holes are 
dug in the ground, the old dragon will escape and devour 
them, is not wholly without counterpart in more civilized 
communities. But the real reason is that there are diffi- 
culties in the way of utilizing coal which can only be 
overcome by centuries of patient experiment, necessarily 
presupposing a very deep and widely diffused interest in 
the problem. A single individual has neither the time 
nor the means for such a task. Above all, he is too depend- 
ent on the prevailing currents of social opinion to turn 
his energies persistently in a different channel. And the 
general direction of Chinese industrial development has 
not been such as to bring to this problem an attention suf- 
ficient for its solution. The business man is, after all, but 
a variation upon the national type. He cannot be inde- 
pendent of the flood of suggestion which pours in upon 
him from every side, stimulating his imagination and 
shaping his ideals. Still less can he ignore the concrete 
rewards and penalties which society metes out to his 
efforts. The industrial explorer never travels far without 
a commission from society. Opportunities do not lie 
around like manna, to be had for the taking. They are 
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locked fast and hidden far away in nature’s labyrinth, and 
only after many failures and the combined efforts of 
whole industrial groups are they brought to light. An 
“ obvious opportunity ” is not an accident of nature, but a 
social achievement. 

American enterprise is no exception to this principle. 
Our business men are as enterprising as any in the world. 
Their energy and intelligence in the competitive struggle 
have made our industrial progress unparalleled in history. 
And yet outside the field upon which national attention 
has been directed they have shown an apathy and shift- 
lessness almost incredible. South American trade has 
long offered a tempting field, if profits alone could tempt, 
but a field which requires study, and adaptation to condi- 
tions and prejudices unlike our own. Americans, famed 
at home for their power to discern the slightest whim and 
flatter the subtlest sensibilities, have scarcely made a 
serious effort to enter this inviting field. 

But this seeming inconsistency in the conduct of clear- 
headed men is explained by the necessary subservience of 
the individual to collective ideals and judgments. Our 
attention as a people has been introspective, and the 
national imagination has necessarily developed in this 
direction. In fields where the nation has had little inter- 
est and less sympathy, the national imagination, and that 
of our industrial leaders as well, have remained dormant 
and uncreative. The appeals of economic reasoning have 
been seed upon stony ground. 

This has been conspicuously true of our protective 
policy. It is the commonest thing in the world for the 
protectionist to concede that the free-trader’s position is 
logically unassailable, without feeling called upon in the 
least degree to alter his own belief or action on that 
account. He is a protectionist because that policy is 

attuned to his national instincts and to the way of view- 
ing things and doing things with which he is familiar. 
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This reason being too fundamental, too much a part of 
the constitution of his universe, to admit of formulation, 
he formulates others which are of little consequence to us, 
and in an emergency of little consequence to himself. I 
am not saying that there are no economic arguments for 
protection, but simply that it is not these arguments that 
have made Americans protectionists. If these arguments 
ran counter to the general currents of national feeling 
and intellectual habit,*all the infant industries and pauper 
labor in the world would not commend this policy to us. 
If accident had made us free-traders, the case would have 
been essentially the same. We should have had a policy 
based on instinct and intrenched in prejudice; that is, 
in feelings which were the outgrowth of special conditions, 
but which would have seemed to us laws of nature. And, 
overlooking the true grounds of the faith that was in us, 
we should have devised a superficial and sophistical jus- 
tification for it, and should have gone blandly on when its 
superficiality was exposed. The fundamental social incen- 
tives are unconscious, and hence popular explanations of 
social phenomena have but a partial and fortuitous validity. 

We can both illustrate this important principle and 
advance another step towards our conclusion by glancing 
briefly at the events that ushered in our recent change of 
policy. They were characterized, as has been said, by 
extraordinary precipitancy in decision and action, and by 
the most striking changes of conscious attitude and popu- 
lar argument. We went to war because we felt like it, 
because our blood was up and our patience exhausted. In 
deference to a natural instinct, we put our best foot for- 
ward, and faced our critics and our consciences with the 
most presentable, if not the most potent, of the incentives 
by which we were consciously animated. We were waging 
“a war of humanity.” To enforce our point, we even made 
certain remarks about “criminal aggression,” which were 
perhaps unfortunate. The argument was shallowly sin- 
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cere; that is, as sincere as any argument can be which 
is based on the diplomatic instinct and a completely inade- 
quate analysis of our own impulses. That we then had 
no thought of annexation is doubtless true; for that was 
several months ahead, and for a future so remote we had 
few thoughts of any kind. But when we got to the 
Antilles and the Philippines, we felt like staying, and so 
we stayed. Recollections of “criminal aggression” would 
have troubled us if we had thought so far back, but we 
seemed as little inclined to think backward as forward. 
A few more sensitive spirits thought that humanity 
required us to keep the Philippines, but most Americans 
had more sense of humor. Other things now appealed to 
the imagination,— national honor, “Old Glory,” new 
markets,— and we frankly owned their sway. 

The significant thing in all this is the way it was 
brought, about. Let us imagine that, instead of fighting 
with Spain, we had remained her friend, and as a mark of 
favor she had offered to sell her distracted colonies to us, 
in preference to other customers, for one or two hundred 
millions,—a fraction of what the war has cost. Sucha 
proposition would have presented to the hard-headed cal- 
culator every inducement which the present arrangement 
offers, and many others. We should have had the terri- 
tories, the coaling stations, the markets, the patronage, 
and the prestige which we now anticipate ; and we should 
have less national debt and less pensions and soldiers’ 
graves. If the present bargain is a good one, the other 
would have been several hundred millions better. How 
long would it have taken to persuade the American 
people to make such a purchase? The answer is per- 
fectly easy. No possible demonstration of advantage 
would have secured for the question even a passing inter- 
est. The possibility of an enlarged foreign commerce and 
of an Anglo-Saxon federation, to a people jealous of for- 
eign competition and traditionally suspicious of Great 
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Britain, would have been positively repellent. Coaling 
stations in the Orient would have been looked upon as 
necessary only to a navy which we did not need, and 
which would become an artificial necessity as soon as we 
had these same coaling stations. The foreign commerce 
thus secured would never be worth the cost of political 
control, and could be as well secured without it. And so 
on indefinitely. These arguments may all be fallacious ; 
but they would all have been plausible, and, as everybody 
knows, were so, up to a very recent date. All the argu- 
ments that could be urged in favor of the purchase of the 
Spanish colonies would never have sufficed to bring the 
matter to a vote in Congress. 

And it is not these arguments that have induced us 
to enter upon the far worse bargain which we are about 
to make. The talk about acquiring new markets and 
extending the benefits of American civilization to inferior 
races is the veriest sham. Something may be accom- 
plished in both these directions; but we have not a par- 
ticle more proof of it now than we had a year ago, when 
we should have flouted the argument. By virtue of 
what discovery or revelation have these considerations 
acquired such sudden mastery of our judgments? 

The answer is of the utmost importance to our inquiry. 
It is not that these considerations have acquired new 
character or importance, but that a change has taken place 
in the wneonscious forces which control our action, such 
that arguments which we formerly found it congenial 
to ignore we now find it convenient to emphasize. The 
people who a year ago would tell you that our home mar- 
kets were worth more than those of all the rest of the 
world now talk as if the Tagals were customers whom it 
was worth any sacrifice to secure. They did not know 
before and do not know now anything definite about the 
value of either, nor does the action they urge have any 
necessary relation to the end they seek to accomplish. 
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They feel differently now: that is all. The argument 
that has won them is the booming of Dewey’s cannon, the 
sinking of the “ Merrimac,” and the planting of the stars 
and stripes on the hill of San Juan. These have stirred 
that instinct of domination slumbering in every people 
which has achieved supremacy in the age-long struggle for 
existence,— an instinct without which it would not have 
been and without which it would cease to be. The instinct 
to grasp and subdue and control may, in times of peace, 
be dormant or manifest itself only in milder forms. But 
apply the proper stimuli, give vivid and dramatic sugges- 
tion to the imagination, and the forgotten impulse will 
awake to sudden life and go tingling out to the very 
finger-tips. To minds in this state of exaltation, argu- 
ments appeal, not in proportion as they are reasonable, but 
in proportion as they are dramatic and striking. 

The recent war, however insignificant in military impor- 
tance, has exceeded in dramatic interest any war of mod- 
ern times. When the lion within us was showing signs 
of waking under the gnat-like irritation of Spanish imbe- 
cility in Cuba, there came the destruction of the “ Maine,” 
the most dramatic event of its kind in the century. The 
lion sprang up with a roar, and tugged at his chain. The 
proposal of arbitration was not the least imbecile of 
Spain’s transactions. Not that arbitration was unreason- 
able, but that it was impossible. The most superficial 
knowledge of human nature should convince us that there 
are moods which nothing will placate except instant and 
prone submission, and crimes which nothing will expiate 
save a dire and visible penalty. Then came a series of 
short decisive engagements, remarkable quite as much for 
the folly of the enemy as for the skill of our arms, but 
peculiarly adapted to appeal to the imagination. We 
have drunk of a wine to which we are little accustomed, 
and our intoxication is the more complete because of the 
unwonted indulgence. 
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What is the supreme result of this war? I believe it 
is to be found, not in new territories or new problems and 
institutions, but in a new direction of the national imagi- 
nation. The introspective period is over, and the atten- 
tion and interest of the people are turning powerfully 
outward. This is at bottom an emotional change, a 
change of sentiments or prejudices. It expresses itself, 
as usual, in intellectual terms and under the guise of 
reason and deliberation. Arguments long in disfavor are 
sought to do sudden duty, all because the nation has 
experienced “a change of heart.” Whether it will be 
permanent or not will depend, as in all such cases, upon 
the pressure of environing conditions; but for the present 
it is a reality. 

What effect will this change in the direction of the 
national imagination have upon protection? Only one 
answer is possible: it must lessen its hold upon the 
popular mind. As momentary phases of political policy, 
protection and expansion may be combined; but, as 
expressions of national temper, they are incompatible. 
If it be true, as I have contended, that American protec- 
tion is due primarily to the American temper, and that 
economic arguments which utterly transcend the ordinary 
intelligence are a product of the policy rather than its 
effective cause, then we must conclude that a change in 
the direction of the national imagination which makes 
remote regions the subject of general and eager attention, 
to the temporary disadvantage of home interests, must 
react upon men’s inclinations and action; must modify 
their reasoning, raising some arguments to honor and con- 
signing others to disgrace; must change, in short, our 
industrial policy. The change will not be as rapid or as 
complete as that in connection with the Monroe Doctrine, 
because no such dramatic incidents are likely to impress 
the imagination; but the direction of the change cannot 
be doubtful. 











EXPANSION AND PROTECTION 878 


To this general consideration are to be added others, 
less important, but more concrete. Chief among these is 
the necessity of dealing with the Spanish tariffs in our 
new dependencies. They have a very ugly look; indeed, 
all tariffs have, when looked at from the outside. It 
must be confessed that these Spanish types of the genus 
are peculiarly calculated to offend our sensibilities. An 
immediate reduction is conceded by all to be a necessity, 
and free trade between us and them is certainly a possi- 
bility. If Manila should be made a free port in the 
interest of that general Asiatic trade which is destined 
so greatly to exceed that with the Philippines them- 
selves, and should develop a trade like that of Hong 
Kong,— if these and other possible changes, all necessarily 
in the direction of freer trade, should further or seem to 
further general prosperity, the influence of such an object- 
lesson would certainly be unfavorable to protection. 

Hardly less important than our dependencies must 
be reckoned the influence of our new relation to Great 
Britain. That country, with great sagacity as well as 
real sympathy, has utilized the recent occasion to ingra- 
tiate herself to the utmost with the new power whose 
speedy development she has foreseen. It is not certain 
that we needed her help at any time during the recent 
war, but we knew we might have needed it, and felt sure 
we could have it if we did. The fact that other nations 
felt this, too, is probably one reason why the help was not 
called for. That is to say, England did help us in a 
most effectual way, and is rewarded with our genuine 
and, let us hope, durable friendship. 

But, it will be said, friendship does not necessarily 
mean free trade. England’s own colonies, even the most 
patriotic, do not have free trade with the mother country, 
and, with a single recent exception, do not grant her any 
preference. How can she expect more from us? Logi- 
cally, she cannot; but logic has not much to do with it. 
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Anglo-American friendship must react in many ways on 
our commercial policy. England is the great object- 
lesson of free trade. No other developed people ever 
tried free trade long enough to eliminate the factor of 
transition disturbance, and really test it. The prosperity 
of England, though by no means altogether due to free 
trade, was at least proof that free trade did not mean 
certain ruin, and was certainly a powerful argument in 
favor of that policy. Of course, such an argument had 
the same logical value before the friendship as after; but 
it had not the same emotional value, and it cannot be 
too often insisted that this is the all-important consider- 
ation. We have but to recall the part which hatred and 
jealousy of England have played in all tariff discussions, 
to appreciate the change which friendship is likely to 
effect. Who does not remember the cartoons which rep- 
resent John Bull, fat and patronizing, dictating terms 
to meek Brother Jonathan and his family; and then, in 
contrast with this consummation of free trade, the exult- 
ant protectionist ideal, in which Uncle Sam, proud and 
disdainful, turns away from the hungry suppliant in 
whose emaciated features we still recognize John Bull? 
Newspaper editorials and campaign speeches and tracts 
by the million have pointed the same moral and appealed 
to the same prejudice. Doubtless the argument never 
appealed to the highest intelligence and the most gen- 
erous spirits of the country, but its power over the 
popular mind from first to last is beyond question. It 
is hardly too much to say that to many the fact that a 
high tariff was likely to displease and injure England 
was quite as strong an argument for enacting it as the 
prospect that it would benefit ourselves. 

Something of this same spirit is to be seen in the for- 
mula in which a prominent protectionist has expressed 
what he conceives to be the protectionist plan of cam- 
paign: “Find out what your enemy wants, and then 
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don’t do it.” It is certainly significant that this assump- 
tion of necessary hostility between trading nations should 
have passed unchallenged. Everybody knows that mer- 
chants do not lie awake nights, thinking how they can 
do what their customers do not want them to do; and 
popular logic might have been expected to see a certain 
analogy between the two situations. Why has it not 
done so? 

In international trade, as we all know, nations are 
related to one another in two ways,—as customers and 
as competitors. The first relation is essentially one of 
friendship, based on mutual advantage. The second is 
one of hostility, growing out of opposing interests. We 
try to please our customers and circumvent our com- 
petitors. It is often difficult to determine the relative 
importance of the two relations in a given case, but both 
are usually obvious enough. Why, then, do people see 
only the one? The answer is that they are influenced 
by other considerations. They see what they feel like 
seeing, and overlook what they find unfavorable to their 
prejudices. There can be no doubt that feelings engen- 
dered in other connections,— political, religious, and the 
like,— greatly affect the imagination and judgment in 
economic matters. The nation which we hate will be 
remembered as a competitor; and we shall feel inclined 
to injure its trade by withdrawing our own custom, how- 
ever doubtful the result to ourselves. The nation that 
we love, on the other hand, we shall remember as a 
customer, and court accordingly. We have seen that the 
influence of our traditional dislike for England has been 
conspicuous in all previous popular discussions of protec- 
tion. On the other hand, the effect of our new-found 
friendship is already apparent in the negotiations with 
Canada. Reciprocity with Canada is no more sensible 
now than a year ago, but it is far more popular. 

Our relation to England will react upon our commer- 
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cial policy in another and entirely different connection ; 
namely, the general Oriental policy to be pursued by both 
nations. Our trade with the Philippines cannot but 
lead to an enlarged trade with Asia; and, as we shall 
hardly be able to extend our political control to the main- 
land, we shall have every reason to support the policy of 
the open door. Tariff barriers that would only narrow 
the trade of other powers would wholly ruin our own. 
No doubt it is physically possible for us to support a 
policy abroad—of course with free-trade arguments — 
which we reject at home; but such a position would not 
be a strong one, and could not fail to react upon our home 
policy. Finally, the relative free trade between ourselves 
and our dependencies must put the pauper-labor argu- 
ment to a severe test. The ten or twelve millions of new 
citizens or wards thus acquired are as pauper as could be 
wished for the experiment. If they ruin us by their 
industrial competition, we shall all be convinced. If they 
do not, the protectionist will lose his trump card. There 
are certainly enough of them to settle the question. 

We need not proceed farther in the enumeration of 
special influences which will occur to the thoughtful 
reader. It is sufficient to note that they all tend towards 
freer trade. The very growth of foreign commerce itself, 
from whatever cause, tends to create powerful and organ- 
ized interests, restive of commercial restraint and forming 
a hitherto lacking counterweight to the closely organized 
manufacturing interests which have so successfully sup- 
ported the policy of protection. Whatever may be the 
potency of these forces individually, there can be little 
doubt that in the aggregate their influence will be very 
great,— more than sufficient to tip the scale in crises such 
as we have had more than once, and are likely to have 
again. It is no part of my purpose to inquire whether 
such a change of policy would be beneficial or not; I have 
confined myself to the bare question as to the mode in 
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which recent political events are likely to affect our com- 
mercial policy. 

In conclusion, it may be well to inquire how far these 
changes might have been effected without these events. 
Those who are opposed to both expansion and protection, 
and therefore unwilling to exchange the one for the other, 
often assume that the latter was quite unnecessary. A 
friend writes me that he is in favor of expansion, but 
believes it should be commercial rather than political. 
It is constantly argued by opponents of expansion that 
the acquisition of colonies is not necessary to the develop- 
ment of a foreign commerce. Physically, this is perfectly 
true. Our best foreign markets must always be coun- 
tries which we cannot annex; and there is no logical 
reason why all our markets should not be so. But, to 
repeat, the question is much less a logical than a psycho- 
logical one. We might adopt a policy of commercial 
expansion, and reject political expansion, if we had a 
mind to; but should we ever have been a mind to? It is 
doubtful, to say the least. Historically, the two policies 
seem never to have been separated, which suggests that 
they may be different manifestations of a single impulse, 
and so inseparable. England sells goods wherever she 
can. But she also plants her flag wherever she can. 
This has been largely a commercial necessity, no doubt; 
but it has been quite as largely a psychic neces- 
sity, a mere reflex action of the energetic and assertive 
temper which is the secret of her commercial success. 
Perhaps this is another case of the foible that is bound 
up with strength; and it may be that evolution is prepar- 
ing a race which, by choosing the better part and eschew- 
ing the bauble of political domination, will be able to 
inaugurate a better era. But there is not the slightest 
reason: to believe that we are that race. In vain the 
prophet of commercial expansion adjures us to fling away 
ambition and in meekness to inherit the earth. He con- 
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vinces, but he does not persuade. He has appealed to an 
impotent reason and ignored an omnipotent imagination. 
A policy of commercial expansion, involving, as it must, 
transition disturbance and hardship for many who are 
unable to anticipate its ultimate benefits, will not win 
favor if bereft of those showier adjuncts which dazzle 
the imagination and appeal to the primitive instincts. 
The man who begins a compaign against bosses and the 
spoils system by leading a charge against the Spaniards 
in Cuba may be very illogical, but he is the man whom 
the bosses dread. 

These conclusions may seem to be disparaging to 
democracy, but I do not feel them to be so. Democracy is 
government based upon the popular will, not govern- 
ment based upon the popular wisdom. The intel- 
lectual initiative, the power of exact analysis and large 
foresight requisite for the guidance of society,— these have 
ever been and must ever be the contribution of the few. 
The problem of democracy is now as ever how to enforce 
the wisdom of the few by the will of the many. It need 
not disturb us to discover that the many are moved by 
other considerations than those which influence the few. 
Here as everywhere there is law, and we govern by learn- 
ing to obey. 

H. H. Powers. 

















ON THE VALUE OF MONEY.* 


THERE is an impression abroad that it is possible to 
formulate a statement as to the value of money in various 
ages of the distant past, and in this manner to get a rough 
and ready method of comparing the corresponding classes 
in different periods as to their command over the comforts 
and conveniences of life. Sunday-school manuals contain 
statements as to the value of a penny in the first century 
at Jerusalem; and careful historical students will some- 
times give encouragement to the popular demand for in- 
formation on this point, by estimates of the value of a 
pound sterling at the time of the Domesday Survey. 
There must be a wide-spread conviction not only that this 
comparison can be drawn, but that lecturers on economic 
history are always prepared to make it. I have tried to 
insist to various friends, who ask me such questions as, 
“ What was the value of a shekel in the time of Esarhad- 
don?” that the problem cannot be solved. In the pres- 
ent paper I hope to show why the inquiry, in the form 
in which they expect me to engage in it, is hopeless. 

It is, of course, quite possible to compare the amount 
of money that was in the possession of some person at 
some time with another sum at another time; that is, to 
compare two masses of the same precious metal at dif- 
ferent times. We might, if we had the data, compare the 
amount of the treasure saved by David for building the 
Temple with the amount of treasure accumulated by Henry 
VII. or the amount subscribed at the foundation of the 
Bank of England. That is a mere physical comparison 
of the weight and fineness of two masses of metal. Or, 
again, we may compare the ratio of two known commodi- 
ties to one another,—of gold to silver or of incense to 


* A paper read before the Harvard Historical Society. 
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silver in different centuries. This is a way of estimating 
the relative plenty and scarcity of two commodities as 
compared with one another; and it may throw light on 
the circumstances and commercial connections of various 
peoples and on the opening or working out of different 
mines. But such an inquiry does not give us the value 
of money,— the ratio of exchange between an ounce of 
silver and commodities of all sorts, the general purchas- 
ing power of the current coin. This latter problem can 
be discussed for different countries or districts in the 
present day. To say that we cam live cheaply in Corn- 
wall is to say that the purchasing power of money is high 
there: prices are low, and you get a great deal for your 
money. To say that in California a dollar only goes as 
far as a shilling does in England is to say that silver 
there has only a quarter of the purchasing power. The 
comparison can be easily and practically made, for people 
with formed habits of life and definite requirements know 
how much money they must spend to maintain the same 
standard of comfort in the two places. There is a definite 
means of comparison. 

It is easily conceivable, however, that we might get very 
different statements as to the purchasing power of money 
in England and in India from two men who had different 
standards of comfort. The English official in India thinks 
it necessary for his standard of comfort to ride and shoot 
and go to the hills in the hot season: his brother at home 
may regard many of these things as luxuries rather than 
necessaries, and the English artisan in India does not in- 
clude them in his standard of comfort at all. Three hun- 
dred pounds a year in India is probably better than three 
hundred a year at home, to the bachelor official; but one 
hundred a year in India is immensely better than two 
pounds a week to the English artisan. The relative value 
of money in India would be differently estimated by an 
official and an artisan. The one would say it was a little 
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higher than in England; the other might put it at about 
double. Hence it follows that you cannot even for the 
present day give a precise answer as to the difference in the 
value of money generally in India and in England. Un- 
less there is a known standard of requirement or standard 
of comfort to serve as a basis of comparison, we get no 
result. We cannot make the proposed comparison with 
the time of William the Conqueror or Esarhaddon in gen- 
eral; it is reasonable only to discuss the purchasing power 
of money to two men with precisely similar requirements 
then and now. The similarity of requirement must be 
present —or, to be technical, the effective demand for 
goods must be the same—or we have not a common 
standard by which to measure the purchasing power of 
money. 

From this it follows that, as between persons or times 
where there is no common standard of requirement, there 
can be no direct comparison as to the value of money. 
The requirements of similar classes may change greatly in 
a few centuries, since the time of Henry II. If one tries to 
take the closest comparison possible and to picture to one’s 
self the difference between an informal discussion of some 
literary topic at an English university now with a similar 
talk six centuries ago, we may feel the inevitable differ- 
ences. The proceedings six centuries ago must have been 
a trifle dingy; they were not illuminated by electric light 
or much artificial light at all; they did not open with the 
reading of a paper, for writing materials were too precious 
to be wasted in literary trifling. The English college 
men of that time may have been more extravagant than 
their successors to-day, but they had no idea of making 
themselves comfortable. They had no arm-chairs and no 
carpets, no tea or coffee or cigarettes. Their muffins, if 
they had them, were bad. It is unnecessary to go into 
further detail to show that their requirements and ours 
are not commensurate, and that it is absurd to pretend to 
measure them in terms of money. 
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There is a danger lest economists in the present day 
should forget the truism that value, even the value of 
money, depends on supply and demand; and this demand 
must be effective demand,—not a vague dream, but the 
actual willingness to sacrifice some definite thing for the 
sake of obtaining money. Unless an object is more or 
less within your range and reach, this effective demand 
cannot exist. In a condition of natural economy,— the 
condition which was dominant in Europe so far as the 
masses of the population are concerned from the fifth to 
the fifteenth century,— money could not be an object of 
effective desire; for most men it was practically out of 
reach altogether. Monetary movements there were, but 
they did not touch the ordinary routine of peasant life; 
and hence it is impossible to use money in any way to 
measure what their condition and requirements were. It 
is only in a time of money economy, when coins are within 
the reach of ordinary men, who expect to be paid in silver, 
that it can possibly give us any evidence as to the standard 
of comfort of the ordinary man. It may be possible to 
compare the weaver of the fourteenth century with the 
weaver of to-day, but it is hardly possible to compare the 
agricultural laborer of to-day and his analogue five cen- 
turies ago through the medium of money. To do so is just 
as absurd as to apply modern standards of intellectual de- 
velopment. We are often told about the low intellectual 
standard in some towns, as evidenced by the books that 
are sought for in the free libraries. This sort of standard 
would be ludicrous if we attempted to apply it to an age 
when reading and writing were not common accomplish- 
ments. There were medieval men of great mental power 
and subtlety who did not read or write much. Possibly, 
they had solid arguments because they neither read nor 
wrote, but thought the more. 

Granting, however, that many persons live and have 
lived outside the range of this monetary circle, it is still 
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true that money has been used more or less for all ages 
of the world’s history. And it might appear possible to 
find some commodity which is so far stable in value that 
it can be used to measure the variations in the value of 
money. The commodity usually proposed is wheat, and 
it may be better than any other. But, if we use it in this 
way, we should at least be clear as to the assumptions 
that we are tacitly making. 

There are two minor but obvious points. We assume 
that wheat is wheat all the world over and at all times of 
the world’s history. My impression is that wheat is not 
a fixed thing, but varies in quality considerably. Are we 
sure that the wheat in the time of Henry II. had the same 
sustaining power per bushel as wheat has at present? It 
may have had, but I am not sure: I note it as an assump- 
tion. We assume, further, that we can, by a system of 
averaging, discount the uncertainty which arises from the 
differences of good and bad years, and thus state a usual 
or fair price. When we have a regular series of quota- 
tions for a long period, that can be done: when we have 
only occasional quotations, we cannot be sure that we are 
striking the average rightly. 

But the really fundamental assumption is that the 
value of wheat from century to century is stable. Wheat 
is said to be the common food of the people; and hence 
it appears that the demand for wheat is less likely to 
vary than the demand for any one article of mere taste 
and fancy. But wheat is not the common food of the 
people of the Highlands, or of the people of Ireland, or of 
the people of South Africa, or of the people of India. 
And the demand for wheat in these areas must be of an 
entirely different character from the demand in England. 
But is the demand for wheat constant even in England? 
Is it unaffected by the growth of population? Is it unaf- 
fected by the varieties of food-stuffs we now have, and 
the opportunity for a mixed diet? I cannot answer these 
questions; but we ought to answer them before we vent- 
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ure to take the value of wheat as a standard in terms of 
which we can measure the variations of the value of 
money. 

If, on the other hand, we admit that the demand for 
wheat is variable, we may of course argue that there is a 
prearranged harmony by which an increased supply is 
forthcoming in ‘such quantity that the value of wheat 
does not rise, even when there are more mouths to feed. 
But this brings us face to face with the law of diminish- 
ing return from land. Personally, I do not believe that 
either the demand for wheat or the supply of it or the 
value of it is in any sense stable, or that it can be usefully 
employed as a standard for gauging the value of money. 
At the same time a method of concomitant variations 
might come in. If you have three or four countries where 
the common food of the people is different,— say rice, 
wheat, maize, and potatoes,— if over a sufficient period of 
years the variations in the price of each of these in the 
country where it is used as food correspond with the 
variations of the price of the common food in other coun- 
tries, there would be a strong presumption that we could 
trace the rise or fall of the precious metals in value dur- 
ing that period. Over a sufficient area and period and 
with known conditions of population, we might treat the 
common food of the people as stable in value, and thus 
have the means of estimating the changes in the value of 
money as indicated by this test; i.e., from the standpoint 
of the masses, not the classes. If this method could be 
applied for the last hundred and fifty years, it would help 
us to bridge a gulf which renders other methods of com- 
parison impossible. To these I will briefly turn. 

We may be able to get an instance of a demand for 
goods of many kinds, which recurs in a very similar form 
after a long lapse of time, and institute a comparison be- 
tween the money expenditure involved in the two cases. 
Supposing that there has been little change in the arts of 
life, the test seems to me fair. 
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For example, take the cost of fitting out an expedition 
by sea, for say one thousand men. The requirements would 
not be very dissimilar at the time of the Sicilian expedi- 
tion, Pompey’s campaign against the pirates, Saint Louis 
and the Crusades. Certainly, the differences at these 
periods in the requirements of the admiral for his fleet 
would be trivial compared with the demands made in fit- 
ting out a fleet to-day. If we can treat the requirements 
of the admiral per thousand men as practically similar, we 
may say that the outlay demanded for this purpose at each 
date gives a means of estimating the changes in the value 
of money from one period to another. Or, again, it may be 
possible to take a peasant holding of thirty acres, with the 
stock, at two different periods, and to compare the price it 
would fetch. If there has been little change in the art 
of agriculture, the requirements at the two dates may be 
supposed to be closely similar. It is by taking concrete 
cases where the things required are similar, and treating 
them as a demand for money for a given purpose at two 
distinct dates, that we can best estimate the changes in the 
supply of money which may have occurred in the interval, 
and hence get a conclusion as to its value. 

To my mind the best hope of solving the problem, so far 
as it is soluble, is by extending the inquiries of Le Play 
and collecting family budgets for persons in similar condi- 
tion at different dates,— the proprietor of six hundred acres 
or the tenant of thirty. We shall then get a statement 
as to the changes in the value of money to some class or for 
some purpose. But we need never hope to get informa- 
tion as to the changes in the value of money generally, 
except when we confine our investigation to short periods, 
in which there is no real change in the arts of life, in the 
composition of society, or in the tastes and requirements 
of its members. 

W. CUNNINGHAM. 
Harvarp UNIVERSITY. 











THE SOCIOLOGICAL FRONTIER OF 
ECONOMICS. 


THE student of economics cannot remain unaware that 
his is a realm bordered by other realms. He pushes his 
inquiries as to the réle of nature in production, and lands 
in economic botany or zodlogy. He goes deeply into the 
subject of labor, and finds himself studying physiology. 
He undertakes to reach the basis of rent, and, ere he 
knows it, is poring over the bulletins of the experiment 
stations. The principle of division of labor takes him 
into technology. Transportation drives him to the law of 
carriers. The study of property involves him in juris- 
prudence. International trade or monopoly conducts him 
to political science. Consumption, with its study of wants 
and choices, is a short cut to ethics. Now I wish to raise 
the question, “Is there nota field of investigation lying 
up against economics which, although social, is yet not 
jurisprudence or political science or ethics ?” 

The theory of population betrays such a field. At first 
Malthus wrote of man and his increase much as Darwin 
might have written of rabbits. But later he made more 
of the “preventive check”; and out of this grain of 
mustard-seed has grown a flourishing tree. The recog- 
nition of the fact that custom, by regulating the age of 
marriage, the plane on which housekeeping shall begin, 
the comfort in which children shall be reared, and, even 
in a general way, the size of the family, has a good deal 
to do with the increase of population,— all this has sprung 
a host of questions which economists wisely forbear to 
answer. Whence come these standards? Who makes 
them? Do they change? Do they respond to economic 
changes alone or to manifold social changes? Is there 
wisdom and adaptation hidden away in them? If so, how 
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did it get there? What makes a man conform to them? 
What happens, if he does not? 

We are beginning to see that a check much more effec- 
tive than a definite standard of comfort is universal ambi- 
tion and the pressure of new wants. Malthus made 
much of “moral restraint.” But how about egoistic re- 
straints? How, if people are keen-witted enough to 
realize that, the more babies, the fewer beefsteaks, bicycles, 
and outings? Will not the size of the family be affected 
with the rise of a furiously competitive democracy where 
strict class lines have been swept away, where old con- 
tentment is gone, and everybody is straining every nerve 
to get a little higher in the social scale? Or suppose the 
value of woman rises. Will not the keener appreciation 
of her burdens in child-bearing and child-rearing be a 
check to numbers? Again, how is the size of the family 
affected by the ambition of women to be something else 
than mothers and household drudges, by the higher edu- 
cation of women, by the opening of the professions to 
them, by the adoption of rational dress ? 

Besides the fact that society, as it becomes more demo- 
cratic, whets the eagerness of parents for pleasures and 
luxuries that are incompatible with large broods, there 
is a further complication of the problem of increase by 
different ways of starting children in life. Taine de- 
scribes France under the old régime as a series of stair- 
cases separated by landings. One could elbow his way 
upward on his own flight of steps; but he did not expect 
to invade the staircase above. Besant describes the Eng- 
lish professions as pleasant parks, guarded each by a 
turnstile where a thousand pounds is demanded of the lad 
who would enter. Now in a stratified society, where in 
general a man is content to bring up his children to his 
own trade and manner of life, the restraint on numbers 
will not be so strong as in a society stirred to its depths 
with hope and ambition, where to talent equipped with 
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knowledge all doors are open, where higher education is 
not difficult of access, and where the competition of 
parents to get their sons on in the world has made school- 
ing needful in the battle for life to an almost preposterous 
degree. 

The question of population is not the only one that 
ramifies into a region not economic. The writer once 
undertook a study that should bring to light the forces 
that fix the time of labor. There is, of course, the physical 
limit, at which the arm refuses to lift the pickaxe and the 
eye to follow the stitches. There is the psychical limit, at 
which the pain of further toil becomes intolerable. There 
is the technical consideration that prolongs the labor-day 
of those engaged in the hotel, railroad, street-car, restau- 
rant, theatre, and cab services. There is the objective 
economic consideration, which stops labor when further 
strain will impair to-morrow’s work. There is the sud- 
jective economic limit, at which the disutility of another 
quarter-hour of labor exceeds the utility of that quarter- 
hour’s product. And this inverse relation of hours and 
reward of labor is found to prevail through the whole 
social gamut, from bank presidents and theatrical managers 
to cobblers and charwomen. Then there is the fixing of 
the length of the labor-day by this consideration working 
through a body of men, as in a factory. The day’s limit is 
the consensus of the trade, as in bricklaying, or of some 
other trade, as in hod-carrying. 

So far, so good. But, when the writer began to inquire 
what fixed the days of labor in the year as well as the 
hours of labor in the day, new and lawless forces were 
encountered ; and the essay on “ The Time of Labor” was 
never written. Why are there fifty-two holidays a year 
for almost every kind of labor? Why should this quota 
of rest-time be reserved for the destitute as well as the 
comfortable, in bad times as well as in good times, in 
poor societies as well as in rich communities, in cold 
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climates as well as in hot climates? How is it that the 
six-day period of labor introduced by the duodecimal 
Babylonians among the state slaves employed on public 
works, in order to prevent their being driven to death by 
their taskmasters, has come to be universal in the Western 
world? Is it tradition, belief, or expediency that upholds 
this stupendous institution, disposing as it does of one- 
seventh of the time of man with an authority certainly 
more than economic? If the last, is it valued for its uses 
in this world or for its bearing in the next? Is it pri- 
marily for the good of the man who is told to rest or for the 
benefit of the society that bids him? Is it a hygienic 
measure to guard the vigor of the race, a socialistic 
measure to compel the capitalist to furnish the laborer 
seven days’ keep for six days’ work, or a police measure 
intended to fortify a religion that is considered indispen- 
sable to the existence of social order? 

Again, take the twin pillars of exchange,— security and 
probity. Security is of course explained by what political 
science can tell us of law and of the state. But whence 
this probity? Is it an individual quality, like color of 
eyes? Or does it vary with social conditions? At the 
present moment Japanese firms are importing Chinese to 
fill the fiduciary posts. Is this because commercial tricki- 
ness is a Japanese race-character? Then why was this 
trait so rare under the old régime? Here is a quality of 
great economic importance, which varies in mysterious 
sympathy with social changes. What is the correlated 
fact in the new social era of Japan? Is it bad Western 
example, or an appetite for wealth whetted by new wants, 
or a flood-tide of new ideas, weakening the grip of the old 
standards and ideals that held fast the egoistic individual 
in a kind of moral matrix ? 

The honesty of Chinese bankers and merchants is well 
known. Yet the rottenness of government is proverbial. 
We read: “Mines do not pay the proprietors, because the 
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laborers pilfer the production; cotton factories, because 
the mill-hands carry off the raw material stowed away in 
their clothes. The most important Chinese companies are 
machines for the wholesale misappropriation of funds.” 
The explanation of the paradox seems to be that for the 
traditional and familiar business relations the Chinese have 
slowly elaborated, as a sine qua non of commerce, a pro- 
fessional morality which rules very authoritatively those 
trained under it. But in novel relations and responsibili- 
ties not provided for in the professional ethics the native 
slipperiness of the Celestial comes to light. But this, in 
turn, opens up attractive lines of inquiry. How do these 
professional standards and ideals grow up? What gives 
them their binding power? Are they imposed for the 
good of society at large or for the good of the trade or 
profession? Can the larger social group impose its stand- 
ards in the same way? Should abuses be cured by invok- 
ing law or by stiffening professional ethics ? 

Capital takes wings, and, surveying the planet from 
China to Peru, alights wherever there is a railroad to build 
or a mine to develop. But it is otherwise with labor. If 
the economist is allowed only a single sentence on the 
mobility of labor, he will probably say that, like borax or 
bicycles, it seeks the best market, but that its cost of 
transportation is high. If, however, he is granted a 
chapter, he will find himself compelled to follow up this 
problem to its head-waters in another region. Why does 
the Englishman migrate only to English colonies, the 
Frenchman to French colonies? Why are there streams 
of migration that can be directed or turned aside? There 
are not streams of wheat or lumber that can be so easily 
diverted. Why is it that the tide flows easily enough 
after the first few boat-loads of Italians have gone to Brazil 
or the first Norwegian settlements have been planted in 
Minnesota? We are told American labor and enterprise 
will invade the Philippines, if we keep them. Why do 
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they not invade them now? The economic situation will 
not be changed by annexation. All this suggests that 
there are forces that influence the groupings, co-operations, 
and dealings of peoples in defiance of economic considera- 
tions. 

At this moment Germany is losing her Scandinavian 
trade through the hostility aroused by the expulsions of 
Danes from Schleswig-Holstein. An anti-Semitic journal 
in Paris has just been ruined in paying damages to trades- 
men whose business it had injured by publishing them as 
Jews. French unfriendliness is resented by fewer Ameri- 
can orders for articles de Paris, Here is uneconomic be- 
havior in response to powerful sympathies and antipathies 
that we had assumed to be dying out. There is certainly 
room for a science that shall inquire how far social group- 
ings correspond to economic interest, and how far they 
ignore it; that shall assign to religion, race, language, 
nationality, and propinquity their due share in the forma- 
tion and division of groups; and that shall lay down the 
conditions favorable to the blending of such groups, com- 
paring in assimilative value the Russian policy of persecu- 
tion with the American policy of freedom and equality. 

The tame treatment of the consumption of wealth by most 
economists has been due to a dim perception of many fac- 
tors which are not economic. The fagade type of expendi- 
ture, that lavishes on show and luxuries and scrimps on 
necessaries, goes with a development that removes the old 
landmarks and stimulates social ambitions. Fashion ex- 
tends her baleful sway with the disappearance of the fixed 
classes of peasants, burghers, gentlefolk. The fact that all 
genuine, plain, homespun articles disappear before the 
universal demand for cheap, tawdry imitations of the fur- 
niture and clothes of the wealthy is due to the democratic 
constitution of society. Our buggies and parlor organs, 
our plated silver and veneered furniture, are as eloquent of 
equality as our corridor cars. The absence of distinct 
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ways of living for the well-to-do and the ill-to-do produces 
a smooth-sloping outward uniformity in costume and fur- 
niture and ornament, which, whenever possible, sacrifices 
reality to appearances. 

The demand for food and fuel is original; but most of 
the wants that drive the industrial machine are inspired 
by example. If these imitations were haphazard, there 
would be nothing more to say. But are they not law- 
abiding? The desire for parasols, billiard-tables, and 
bath-rooms descends in a series of cascades from the social 
superior to the social inferior. And we can distinguish a 
society in which each class imitates the class just above it 
from one in which the decay of reverence permits the 
humblest grades to ape, as well as they can, the topmost 
grade, and so produces the sweeping uniformities of de- 
mocracy. Nor will other inquiries prove fruitless. How 
are wants transplanted from age to age and from folk to 
folk? What is the réle of an aristocracy in the propaga- 
tion of wants? What is the relation of city to country, 
of the smaller cities to the large ones? If the eight-hour 
day comes, what are the influences that will determine 
how the workingman shall dispose of his margin of 
leisure? What is the influence of education in the spread 
of wants ? 

As the time and energy of labor is directly related to 
the number and intensity of wants, we might expect each 
man’s economic effort to depend immediately on his utility 
scale. But this is not the case. Societies themselves get 
a characteristic adjustment between work and wants, and 
this consensus overrides the individual calculus. It is 
natural that a younger son, like Seattle or Portland, should 
begin the day earlier and work harder than New Haven 
or Springfield. But what, save the might of usage and 
the contagion of example, can explain why the Western 
business man, even when he has made a fortune, goes on 
working till he drops? Moreover, the same society 
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changes its calculus from age to age. The England of 
Arthur Young was slower-pulsed than the England of 
to-day. And in America, since 1825, we appear to have 
been fevered with a gigantic, continent-conquering ambi- 
tion which has made repose almost a lost art. 

The economist, if challenged to differentiate economics 
from the science of society, might point out that his 
science deals with simple and well-known individual 
quantities and phenomena, manifesting themselves in the 
social theatre on a vast scale. Volumes of demand, or 
products, or sales, or imports, or deposits, or investments, 
are mere aggregates of individual acts. And, if it be ob- 
jected that the socio-economic fact—the market, bank, 
clearing-house, or factory — differs from the individual fact 
underlying it, he might retort that an accident is an indi- 
vidual fact, but if it happens often you get an emergency 
hospital; that a fire is an isolated occurrence, but if there 
are many fires you get an engine company. 

So far the economist is right. But how about cases 
where the social fact is not the mere footing up of the 
column of private facts? To-day’s demand for a stock 
may be composed of unrelated individual preferences ; but 
to-morrow there is a flurry, and nine-tenths of the desires 
to get or dispose of that stock may be due to the apparent 
desire of other people to get or dispose of it. A run ona 
bank has quite a different composition from the total 
withdrawals on an ordinary day. A Tacoma boom has a 
much more complex structure than the real estate market 
in Cohoes. The analysis of a Klondike rush reveals more 
factors and problems than the dissection of the westward 
drift of our population. Comparing the value of an 
African mining stock with the value of cattle or shirts, it 
will be apparent that the individual estimates underlying 
the former have been much more compounded and recom- 
pounded than those on which the latter is based. 

In other cases we have to do with persistent currents of 
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imitation rather than transient waves. To the authority 
of tradition must we ascribe the exceptional esteem in 
which landed property continues to be held in England, 
the Jewish predilection for the occupation of trade and 
finance, the British willingness to take speculative risks, 
the Scotch regard for the “mony mickles” that “make a 
muckle,” or the American farmer’s obstinate adherence to 
the isolated homestead. Now the laws of cross-imitation 
and of up-and-down imitation are revealed only to him who 
studies the most various social phenomena. Tulip manias 
and Black Fridays and Denver booms and South Sea 
bubbles and Kaffir circuses must be referred to a series of 
phenomena ranging from mobs and revivals to political 
landslides. What is the nucleus of such a movement? 
What are the stages of its growth? How can it be 
stopped? What social conditions favor it? How does 
progress affect it? For light on these questions the econ- 
omist must cross the frontier. 

I have cited enough illustrations to show that the econ- 
omist is sometimes led to push his inquiries over into an 
adjoining tract of knowledge that covers human action, 
and yet is not jurisprudence or ethics or political science. 
This adjacent science that busies itself with imitation and 
custom and tradition and conventionality ; that seeks the 
origin, meaning, and authority of the standards and ideals 
shaping individual action; that traces the connection be- 
tween the constitution of a society and the opportunities 
and ambitions of its members; that inquires into the 
causes and the consequences of the spontaneous senti- 
meutal groupings of men; and that deals with the develop- 
ment of the social mind and the means and extent of its 
ascendency over the desires and valuations of individual 
minds,— this science is Sociology. 

The empire of the Czar is bounded on its western 
frontier by the clearly defined and well-explored territories 
of highly organized governments like Austria and Ger- 
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many. On its eastern side, until recently at least, it 
melted vaguely into the little-known lands disputed among 
the khanates of Central Asia. Economics likewise is 
bounded for the most part by regions that have been well 
defined and thoroughly explored by highly organized 
sciences. But on one side it is embarrassed by an un- 
certain and disputed frontier with a little-known territory, 
subject to the contradictory and unreasonable claims of 
rival chieftains. Sociology is its Central Asia. 


EDWARD ALSWORTH Ross. 








THE PRECONCEPTIONS OF ECONOMIC 
SCIENCE. 


II. 


ADAM SMITH’s animistic bent asserts itself more plainly 
and more effectually in the general trend and aim of his 
discussion than in the details of theory. ‘“ Adam Smith’s 
Wealth of Nations is, in fact, so far as it has one single 
purpose, a vindication of the unconscious law present in 
the separate actions of men when these actions are directed 
by a certain strong personal motive.” * Both in the Theory 
of the Moral Sentiments and in the Wealth of Nations there 
are many passages that testify to his abiding conviction 
that there is a wholesome trend in the natural course of 
things, and the characteristically optimistic tone in which 
he speaks for natural liberty is but an expression of this 
conviction. An extreme resort to this animistic ground 
occurs in his plea for freedom of investment. 

In the proposition that men are “led by an invisible 
hand,” Smith does not fall back on a meddling Provi- 
dence who is to set human affairs straight when they are 
in danger of going askew. He conceives the Creator to 
be very continent in the matter of interference with the 
natural course of things. The Creator has established 


* Bonar, Philosophy and Political Economy, pp. 177, 178. 


t “‘Every individual is continually exerting himself to find out the most 
advantageous employment for whatever capital he can command. It is his 
own advantage, and not that of the society, which he has in view. But the 
study of his own advantage naturally, or rather necessarily, leads him to prefer 
that employment which is most advantageous to the society. ... By directing 
that industry in such a manner as its produce may be of the greatest value, he 
intends only his own gain; and he is in this, as in many other cases, led by an 
invisible hand to promote an end which was no part of his intention. Nor is it 
always the worse for society that it was no part of it. By pursuing his own 
interest he frequently promotes that of the society more effectually than when 
he really intends to promote it.”” Wealth of Nations, Book IV. ehap. ii. 
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the natural order to serve the ends of human welfare; 
and he has very nicely adjusted the efficient causes com- 
prised in the natural order, including human aims and 
motives, to this work that they are to accomplish. The 
guidance of the invisible hand takes place not by way 
of interposition, but through a comprehensive scheme of 
contrivances established from the beginning. For the 
purpose of economic theory, man is conceived to be con- 
sistently self-seeking ; but this economic man is a part of 
the mechanism of nature, and his self-seeking traffic is 
but a means whereby, in the natural course of things, the 
general welfare is worked out. The scheme as a whole 
is guided by the end to be reached, but the sequence of 
events through which the end is reached is a causal 
sequence which is not broken into episodically. The 
benevolent work of guidance was performed in first 
establishing an ingenious mechanism of forces and mo- 
tives capable of accomplishing an ordained result, and 
nothing beyond the enduring constraint of an established 
trend remains to enforce the divine purpose in the result- 
ing natural course of things. 

The sequence of events, including human motives and 
human conduct, is a causal sequence; but it is also some- 
thing more, or, rather, there is also another element of 
continuity besides that of brute cause and effect, pres- 
ent even in the step-by-step process whereby the natural 
course of things reaches its final term. The presence of 
such a quasi-spiritual or non-causal element is evident 
from two (alleged) facts. (1) The course of things may 
be deflected from the direct line of approach to that 
consummate human welfare which is its legitimate end. 
The natural trend of things may be overborne by an 
untoward conjuncture of causes. There is a distinction, 
often distressingly actual and persistent, between the 
legitimate and the observed course of things. If “nat- 
ural,” in Adam Smith’s use, meant necessary, in the sense 
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of causally determined, no divergence of events from the 
natural or legitimate course of things would be possible. 
If the mechanism of nature, including man, were a me- 
chanically competent contrivance for achieving the great 
artificer’s design, there could be no such episodes of 
blundering and perverse departure from the direct path 
as Adam Smith finds in nearly all existing arrangements. 
Institutional facts would then be “natural.” * (2) When 
things have gone wrong, they will right themselves if 
interference with the natural course ceases; whereas, in 
the case of a causal sequence simply, the mere cessation 
of interference will not leave the outcome the same as 
if no interference had taken place. This recuperative 
power of nature is of an extra-mechanical character. 
The continuity of sequence by force of which the natu- 
ral course of things prevails is, therefore, not of the 
nature of cause and effect, since it bridges intervals and 
interruptions in the causal sequence.t Adam Smith’s 
use of the term “real” in statements of theory — as, 
for example, “real value,” “real price” {—is evidence 
to this effect. ‘ Natural” commonly has the same mean- 
ing as “real” in this connection.§ Both “natural” and 
“real” are placed in contrast with the actual; and, in 
Adam Smith’s apprehension, both have a substantiality 

* The discrepancy between the actual, causally determined situation and 
the divinely intended consummation is the metaphysical ground of all that 
inculeation of morality and enlightened policy that makes up so large a part 


of Adam Smith’s work. The like, of course, holds true for all moralists and 
reformers who proceed on the assumption of a providential order. 


t ‘In the political body, however, the wisdom of nature has fortunately 
made ample provision for remedying many of the bad effects of the folly and 
injustice of man; in the same manner as it has done in the natural body, for 
remedying those of his sloth and intemperance.’’ Wealth of Nations, Book IV. 
chap. ix. 

t E.g., “‘the real measure of the exchangeable value of all commodities.”’ 
Wealth of Nations, Book I. chap. v., and repeatedly in the like connection. 


§ E.g., Book I. chap. vii.: ‘‘ When the price of any commodity is neither 
more nor less than what is sufficient to pay the rent of the land, the wages of 
the labor, and the profits of the stock employed in raising, preparing, and 
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different from and superior to facts. The view involves 
a distinction between reality and fact, which survives 
in a weakened form in the theories of “normal” prices, 
wages, profits, costs, in Adam Smith’s successors. 

This animistic prepossession seems to pervade the ear- 
lier of his two monumental works in a greater degree 
than the latter. In the Moral Sentiments recourse is had 
to the teleological ground of the natural order more 
freely and with perceptibly greater insistence. There 
seems to be reason for holding that the animistic pre- 
conception weakened or, at any rate, fell more into the 
background as his later work of speculation and investi- 
gation proceeded. The change shows itself also in some 
details of his economic theory, as first set forth in the 
Lectures, and afterwards more fully developed in the 
Wealth of Nations. So, for instance, in the earlier pre- 
sentation of the matter, “the division of labor is the im- 
mediate cause of opulence”; and this division of labor, 
which is the chief condition of economic well-being, 
“flows from a direct propensity in human nature for one 
man to barter with another.”* The “propensity” in 
question is here appealed to as a natural endowment im- 
mediately given to man with a view to the welfare of 
human society, and without any attempt at further ex- 
planation of how man has come by it. No causal expla- 
nation of its presence or character is offered. But the 
corresponding passage of the Wealth of Nations handles 
the question more cautiously.t| Other parallel passages 
might be compared with much the same effect. The 
bringing it to market, according to their natural rates, the commodity is then 
sold for what may be called its natural price.’’ ‘‘The actual price at which 


any commodity is commonly sold is called its market price. It may be either 
above or below or exactly the same with its natural price.’ 


* Lectures of Adam Smith (Ed. Cannan, 1896), p. 169. 


+ ‘* This division of labor, from which so many advantages are derived, is 
not originally the effect of any human wisdom, which foresees and intends 
that general opulence to which it gives occasion. It is the necessary though 
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guiding hand has withdrawn farther from the range of 
human vision. 

However, these and other like filial expressions of a 
devout optimism need, perhaps, not be taken as integral 
features of Adam Smith’s economic theory, or as seri- 
ously affecting the character of his work as an economist. 
They are the expression of his general philosophical and 
theological views, and are significant for the present pur- 
pose chiefly as evidences of an animistic and optimistic 
bent. They go to show what is Adam Smith’s accepted 
ground of finality,— the ground to which all his specula- 
tions on human affairs converge; but they do not in any 
great degree show the teleological bias guiding the formu- 
lation of economic theory in detail. 

The effective working of the teleological bias is best 
seen in Smith’s more detailed handling of economic phe- 
nomena — in his discussion of what may loosely be called 
economic institutions — and in the criteria and principles 
of procedure by which he is guided in incorporating these 
features of economic life into the general structure of his 
theory. A fair instance, though perhaps not the most 
telling one, is the discussion of the “real and nominal 
price,” and of the “natural and market price” of commo- 
dities, already referred to above.* The “real” price of 
commodities is their value in terms of human life. At 
this point Smith differs from the Physiocrats, with whom 
the ultimate terms of value are afforded by human suste- 
nance taken as a product of the functioning of brute 
nature; the cause of the difference being that the Physi- 
ocrats conceived the natural order which works towards 
very slow and gradual consequence of a certain propensity in human nature 
which has in view no such extensive utility,— the propensity to truck, barter, 
and exchange one thing for another. Whether this propensity be one of those 
original principles in human nature of which no further account can be given, 
or whether, as seems more probable, it be the necessary consequence of the 
faculties of reason and speech, it belongs not to our present subject to inquire.’’ 
Wealth of Nations, Book I. chap. ii. 

* Wealth of Nations, Book I. chaps. v.-vii. 
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the material well-being of man to comprise the non-human 
environment only, whereas Adam Smith includes man in 
this concept of the natural order, and, indeed, makes. him 
the central figure in the process of production. With the 
Physiocrats, production is the work of nature: with Adam 
Smith, it is the work of man and nature, with man in the 
foreground. In Adam Smith, therefore, labor is the final 
term in valuation. This “real” value of commodities is 
the value imputed to them by the economist under the 
stress of his teleological preconception. It has little, if 
any, place in the course of economic events, and no bear- 
ing on human affairs, apart from the sentimental influence 
which such a preconception in favor of a “real value” in 
things may exert upon men’s notions of what is the good 
and equitable course to pursue in their transactions. It 
is impossible to gauge this real value of goods; it cannot 
be measured or expressed in concrete terms. Still, if 
labor exchanges for a varying quantity of goods, “it is 
their value which varies, not that of the labor which pur- 
chases them.” * The values which practically attach to 
goods in men’s handling of them are conceived to be de- 
termined without regard to the real value which Adam 
Smith imputes to the goods; but, for all that, the substan- 
tial fact with respect to these market values is their pre- 
sumed approximation to the real values teleologically 
imputed to the goods under the guidance of inviolate 
natural laws. The real, or natural, value of articles has 
no causal relation to the value at which they exchange. 
The discussion of how values are determined in practice 
runs on the motives of the buyers and sellers, and the 
relative advantage enjoyed by the parties to the transac- 
tion.t It is a discussion of a process of valuation, quite 
unrelated to the “real,” or “natural,” price of things, and 


* Wealth of Nations, Book I. chap. v. 


t As, e.g., the entire discussion of the determination of Wages, Profits, and 
Rent, in Book I. chaps. viii.-xi. 
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quite unrelated to the grounds on which things are held 
to come by their real, or natural, price; and yet, when the 
complex process of valuation has been traced out in terms 
of human motives and the exigencies of the market, Adam 
Smith feels that he has only cleared the ground. He then 
turns to the serious business of accounting for value and 
price theoretically, and making the ascertained facts ar- 
ticulate with his teleological theory of economic life.* 

The occurrence of the words “ordinary” and “aver- 
age” in this connection need not be taken too seriously. 
The context makes it plain that the equality which com- 
monly subsists between the ordinary or average rates, and 
the natural rates, is a matter of coincidence, not of iden- 
tity. Not only are there temporary deviations, but there 
may be a permanent divergence between the ordinary and 
the natural price of a commodity; as in case of a mo- 
nopoly or of produce grown under peculiar circumstances 
of soil or climate.t 

The natural price coincides with the price fixed by 
competition, because competition means the unimpeded 
play of those efficient forces through which the nicely 
adjusted mechanism of nature works out the design to 
accomplish which it was contrived. The natural price 
is reached through the free interplay of the factors of 

** There is in every society or neighborhood an ordinary or average rate 
both of wages and profit in every different employment of labor and stock. 
This rate is naturally regulated, .. . partly by the general circumstances of the 
society. ... There is, likewise, in every society or neighborhood an ordinary 
or average rate of rent, which is regulated, too. .. . These ordinary or average 
rates may be called the natural rates of wages, profit, and rent, at the time 
and place in which they commonly prevail. When the price of any commodity 
is neither more nor less than what is sufficient to pay the rent of the land, the 
wages of the labor, and the profits of the stock employed in raising, preparing, 
and bringing it to market, according to their natural rates, the commodity is 
then sold for what may be called its natural price.”” Wealth of Nations, Book 
I. chap. vii. 

t ‘Such commodities may continue for whole centuries together to be sold 
at this high price; and that part of it which resolves itself into the rent of 
land is, in this case, the part which is generally paid above its natural rate.”’ 
Book I. chap. vii. 
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production, and it is itself an outcome of production. 
Nature, including the human factor, works to turn out the 
goods; and the natural value of the goods is their ap- 
praisement from the standpoint of this productive process 
of nature. Natural value is a category of production: 
whereas, notoriously, exchange value or market price is 
a category of distribution. And Adam Smith’s theoreti- 
cal handling of market price aims to show how the factors 
of human predilection and human wants at work in the 
higgling of the market bring about a result in passable 
consonance with the natural laws that are conceived to 
govern production. 

The natural price is a composite result of the blending 
of the three “component parts of the price of commodi- 
ties,”— the natural wages of laborer, the natural profits 
of stock, and the natural rent of land; and each of these 
three components is in its turn the measure of the pro- 
ductive effect of the factor to which it pertains. The 
further discussion of these shares in distribution aims 
to account for the facts of distribution on the ground of 
the productivity of the factors which are held to share 
the product between them. That is to say, Adam Smith’s 
preconception of a productive natural process as the basis 
of his economic theory dominates his aims and procedure, 
when he comes to deal with phenomena that cannot be 
stated in terms of production. The causal sequence in 
the process of distribution is, by Adam Smith’s own show- 
ing, unrelated to the causal sequence in the process of 
production; but, since the latter is the substantial fact, 
as viewed from the standpoint of a teleological natural 
order, the former must be stated in terms of the latter 
before Adam Smith’s sense of substantiality, or “ reality,” 
is satisfied. Something of the same kind is, of course, 
visible in the Physiocrats and in Cantillon. It amounts 
to an extension of the natural-rights preconception to 
economic theory. Adam Smith’s discussion of distribu- 
tion as a function of productivity might be traced in 








— 


es 


a 


— 


es ee 


ees Oa a te ne et 


le ee 





404 QUARTERLY JOURNAL OF ECONOMICS 


detail through his handling of Wages, Profits, and 
Rent; but, since the aim here is a brief characterization 
only, and not an exposition, no farther pursuit of this 
point seems feasible. 

It may, however, be worth while to point out another 
line of influence along which the dominance of the teleo- 
logical preconception shows itself in Adam Smith. This 
is the normalization of data, in order to bring them into 
consonance with an orderly course of approach to the 
putative natural end of economic life and development. 
The result of this normalization of data is, on the one 
hand, the use of what James Steuart calls “ conjectural 
history ” in dealing with past phases of economic life, 
and, on the other hand, a statement of present-day phe- 
nomena in terms of what legitimately ought to be accord- 
ing to the God-given end of life rather than in terms of 
unconstrued observation. Account is taken of the facts 
(supposed or observed) ostensibly in terms of causal se- 
quence, but the imputed causal sequence is construed to 
run on lines of teleological legitimacy. 

A familiar instance of this “ conjectural history,” in a 
highly and effectively normalized form, is the account 
of “that early and rude state of society which precedes 
both the accumulation of stock and the appropriation of 
land.” * It is needless at this day to point out that this 
“early and rude state,” in which “the whole produce of 
labor belongs to the laborer,” is altogether a figment. 
The whole narrative, from the putative origin down, is 
not only supposititious, but it is merely a schematic pre- 
sentation of what should have been the course of past 
development, in order to lead up to that ideal economic 
situation which would satisfy Adam Smith’s preconcep- 
tion. As the narrative comes nearer the region of 


* Wealth of Nations, Book I. chap. vi. ; also chap. viii. 

+For an instance of how these early phases of industrial development 
appear, when not seen in the light of Adam Smith’s preconception, see, among 
others, Biicher, Entstehung der Volkswirtscha/t. 
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known latter-day facts, the normalization of the data 
becomes more difficult and receives more detailed atten- 
tion; but the change in method is a change of degree 
rather than of kind. In the “early and rude state” the 
coincidence of the “natural” and the actual course of 
events is immediate and undisturbed, there being no 
refractory data at hand; but in the later stages and in 
the present situation, where refractory facts abound, the 
co-ordination is difficult, and the coincidence can be 
shown only by a free abstraction from phenomena that 
are irrelevant to the teleological trend and by a laborious 
interpretation of the rest. The facts of modern life are 
intricate, and lend themselves to statement in the terms 
of the theory only after they have been subjected to a 
“higher criticism.” 

The chapter “Of the Origin and Use of Money” * is an 
elegantly normalized account of the origin and nature of 
an economic institution, and Adam Smith’s further dis- 
cussion of money runs on the same lines. The origin of 
money is stated in terms of the purpose which money 
should legitimately serve in such a community as Adam 
Smith considered right and good, not in terms of the 
motives and exigencies which have resulted in the use of 
money and in the gradual rise of the existing method 
of payment and accounts. Money is “the great wheel 
of circulation,” which effects the transfer of goods in 
process of production and the distribution of the finished 
goods to the consumers. It is an organ of the economic 
commonwealth rather than an expedient of accounting 
and a conventional repository of wealth. 

It is perhaps superfluous to remark that to the “ plain 
man,” who is not concerned with the “natural course of 
things” in a consummate Geldwirtschaft, the money that 
passes his hand is not a “great wheel of circulation.” To 
the Samoyed, for instance, the reindeer which serves him 

* Book I. chap. iv. 
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as unit of value is wealth in the most concrete and tan- 
gible form. Much the same is true of coin, or even of 
bank-notes, in the apprehension of unsophisticated people 
among ourselves to-day. And yet it is in terms of the 
habits and conditions of life of these “plain people” that 
the development of money will have to be accounted for 
if it is to be stated in terms of cause and effect. 


The few scattered passages already cited may serve to 
illustrate how Adam Smith’s animistic or teleological bent 
shapes the general structure of his theory and gives it 
consistency. The principle of definitive formulation in 
Adam Smith’s economic knowledge is afforded by a puta- 
tive purpose that does not at any point enter causally 
into the economic life process which he seeks to know. 
This formative or normative purpose or end is not freely 
conceived to enter as an efficient agent in the events dis- 
cussed, or to be in any way consciously present in the 
process. It can scarcely be taken as an animistic agency 
engaged in the process. It sanctions the course of things, 
and gives legitimacy and substance to the sequence of 
events, so far as this sequence may be made to square 
with the requirements of the imputed end. It has there- 
fore a ceremonial or symbolical force only, and lends the 
discussion a ceremonial competency ; although with econ- 
omists who have been in passable agreement with Adam 
Smith as regards the legitimate end of economic life this 
ceremonial consistency, or consistency de jure, has for 
many purposes been accepted as the formulation of a 
causal continuity in the phenomena that have been inter- 
preted in its terms. Elucidations of what normally ought 
to happen, as a matter of ceremonial necessity, have in 
this way come to pass for an account of matters of fact. 

But, as has already been pointed out, there is much 
more to Adam Smith’s exposition of theory than a formu- 
lation of what ought to be. Much of the advance he 
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achieved over his predecessors consists in a larger and 
more painstaking scrutiny of facts, and a more consistent 
tracing out of causal continuity in the facts handled. No 
doubt, his superiority over the Physiocrats, that charac- 
teristic of his work by virtue of which it superseded theirs 
in the farther growth of economic science, lies to some 
extent in his recourse to a different, more modern ground 
of normality,— a ground more in consonance with the body 
of preconceptions that have had the vogue in later gener- 
ations. It is a shifting of the point of view from which 
the facts are handled; but it comes in great part to a sub- 
stitution of a new body of preconceptions for the old, or 
a new adaptation of the old ground of finality, rather 
than an elimination of all metaphysical or animistic norms 
of valuation. With Adam Smith, as with the Physio- 
crats, the fundamental question, the answer to which 
affords the point of departure and the norm of procedure, 
is a question of substantiality or economic “ reality.” 
With both, the answer to this question is given naively, 
as a deliverance of common sense. Neither is disturbed 
by doubts as to this deliverance of common sense or by 
any need of scrutinizing it. To the Physiocrats this 
substantial ground of economic reality is the nutritive 
process of Nature. To Adam Smith it is Labor. His 
reality has the advantage of being the deliverance of the 
common sense of a more modern community, and one 
that has maintained itself in foree more widely and in 
better consonance with the facts of latter-day industry. 
The Physiocrats owe their preconception of the produc- 
tiveness of nature to the habits of thought of a commu- 
nity in whose economic life the dominant phenomenon 
was the owner of agricultural land. Adam Smith owes 
his preconception in favor of labor to a community in 
which the obtrusive economic feature of the immediate 
past was handicraft and agriculture, with commerce as 
a scarcely secondary phenomenon. 
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So far as Adam Smith’s economic theories are a tracing 
out of the causal sequence in economic phenomena, they 
are worked out in terms given by these two main direc- 
tions of activity,— human effort directed to the shaping 
of the material means of life, and human effort and dis- 
cretion directed to a pecuniary gain. The former is the 
great, substantial productive force: the latter is not im- 
mediately, or proximately, productive.* Adam Smith still 
has too lively a sense of the nutritive purpose of the order 
of nature freely to extend the concept of productiveness 
to any activity that does not yield a material increase of 
the creature comforts. His instinctive appreciation of the 
substantial virtue of whatever effectually furthers nutri- 
tion, even leads him into the concession that “in agricult- 
ure nature labors along with man,” although the general 
tenor of his argument is that the productive force with 
which the economist always has to count is human labor. 
This recognized substantiality of labor as productive is, 
as has already been remarked, accountable for his effort 
to reduce to terms of productive labor such a category 
of distribution as exchange value. 

With but slight qualification, it will hold that, in the 
causal sequence which Adam Smith traces out in his 
economic theories proper (contained in the first three 
books of the Wealth of Nations), the causally efficient 
factor is conceived to be human nature in these two re- 
lations,— of productive efficiency and pecuniary gain 
through exchange. Pecuniary gain —gain in the ma- 
terial means of life through barter — furnishes the motive 
force to the economic activity of the individual ; although 
productive efficiency is the legitimate, normal end of the 
community’s economic life. To such an extent does this 
concept of man’s seeking his ends through “ truck, barter, 
and exchange” pervade Adam Smith’s treatment of eco- 


*See Wealth of Nations, Book II. chap. v., “‘ Of the Different Employ- 
ment of Capitals.”’ 
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nomic processes that he even states production in its 
terms, and says that “labor was the first price, the origi- 
nal purchase-money, that was paid for all things.”* The 
human nature engaged in this pecuniary traffic is con- 
ceived in somewhat hedonistic terms, and the motives 
and movements of men are normalized to fit the require- 
ments of a hedonistically conceived order of nature. Men 
are very much alike in their native aptitudes and propen- 
sities; and, so far as economic theory need take account 
of these aptitudes and propensities, they are aptitudes for 
the production of the “necessaries and conveniences of 
life,” and propensities to secure as great a share of these 
creature comforts as may be. 

Adam Smith’s conception of normal human nature — 
that is to say, the human factor which enters causally in 
the process which economic theory discusses — comes, on 
the whole, to this: Men exert their force and skill in a 
mechanical process of production, and their pecuniary 
sagacity in a competitive process of distribution, with a 
view to individual gain in the material means of life. 
These material means are sought in order to the satisfac- 
tion of men’s natural wants through their consumption. 
It is true, much else enters into men’s endeavors in the 
struggle for wealth, as Adam Smith points out; but this 
consumption comprises the legitimate range of incentives, 
and a theory which concerns itself with the natural course 
of things need take but incidental account of what does 
not come legitimately in the natural course. In point 
of fact, there are appreciable “actual,” though scarcely 
“real,” departures from this rule. They are spurious 
and insubstantial departures, and do not properly come 

* Wealth of Nations, Book I. chap. v. See also the plea for free trade, 
Book IV. chap. ii. : “‘ But the annual revenue of every society is always precisely 


equal to the exchangeable value of the whole annual produce of its industry, 
or, rather, is precisely the same thing with that exchangeable value.” 


+ ‘* The difference of natural talents in different men is in reality much les 
than we are aware of.”’ Wealth of Nations, Book I. chap. ii. 
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within the purview of the stricter theory. And, since 
human nature is strikingly uniform, in Adam Smith’s 
apprehension, both the efforts put forth and the consump- 
tive effect accomplished may be put in quantitative terms 
and treated algebraically, with the result that the entire 
range of phenomena comprised under the head of con- 
sumption need be but incidentally considered; and the 
theory of production and distribution is complete when 
the goods or the values have been traced to their disap- 
pearance in the hands of their ultimate owners. The 
reflex effect of consumption upon production and dis- 
tribution is, on the whole, quantitative only. 

Adam Smith’s preconception of a normal teleological 
order of procedure in the natural course, therefore, affects 
not only those features of theory where he is avowedly 
concerned with building up a normal scheme of the eco- 
nomic process. Through his normalizing the chief causal 
factor engaged in the process, it affects also his arguments 
from cause to effect.* What makes this latter feature 
worth particular attention is the fact that his successors 
carried this normalization farther, and employed it with 
less frequent reference to the mitigating exceptions which 
Adam Smith notices by the way. 

The reason for that farther and more consistent normal- 
ization of human nature which gives us the “ economic 
man” at the hands of Adam Smith’s successors lies, in 
great part, in the utilitarian philosophy that entered in 
force and in consummate form at about the turning of the 
century. Some credit in the work of normalization is due 

*** Mit diesen philosophischen Ueberzeugungen tritt nun Adam Smith an 
die Welt der Enfahrung heran, und es ergiebt sich ihm die Richtigkeit der 
Principien. Der Reiz der Smith’schen Schriften beruht zum grossen Teile 
darauf, dass Smith die Principien in so innige Verbindung mit dem Thatsiich- 
lichen gebracht. Hie und da werden dann auch die Principien, was durch 
diese Verbindung veranlasst wird, an ihren Spitzen etwas abgeschliffen, ihre 
allzuscharfe Auspriigung dadurch vermieden. Nichtsdestoweniger aber bleiben 
sie stets die leitenden Grundgedanken.”” Richard Zeyss, Adam Smith und der 
Eigennutz (Tiibingen, 1889), p. 110. 
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also to the farther supersession of handicraft by the “ capi- 
talistic”” industry that came in at the same time and in 
pretty close relation with the utilitarian views. 


After Adam Smith’s day, economics fell into profane 
hands. Apart from Malthus, who, of all the greater 
economists, stands nearest to Adam Smith on such meta- 
physical heads as have an immediate bearing upon the 
premises of economic science, the next generation do not 
approach their subject from the point of view of a divinely 
instituted order; nor do they discuss human interests with 
that gently optimistic spirit of submission that belongs to 
the economist who goes to his work with the fear of God 
before his eyes. Even with Malthus the recourse to the 
divinely sanctioned order of nature is somewhat sparing 
and temperate. But it is significant for the later course 
of economic theory that, while Malthus may well be ac- 
counted the truest continuer of Adam Smith, it was the 
undevout utilitarians that became the spokesmen of the 
science after Adam Smith’s time. 

There is no wide breach between Adam Smith and the 
utilitarians, either in details of doctrine or in the concrete 
conclusions arrived at as regards questions of policy. On 
these heads Adam Smith might well be classed as a mod- 
erate utilitarian, particularly so far as regards his economic 
work. Malthus has still more of a utilitarian air,— so 
much so, indeed, that he is not infrequently spoken of as 
a utilitarian, This view, convincingly set forth by Mr. 
Bonar,* is no doubt well borne out by a detailed scru- 
tiny of Malthus’s economic doctrines. His humanitarian 
bias is evident throughout, and his weakness for consid- 
erations of expediency is the great blemish of his scien- 
tific work. But, for all that, in order to an appreciation 
of the change that came over classical economics with the 

* See, e.g., Malthus and his Work, especially Book III., as also the chapter 


on Malthus in Philosophy and Political Economy, Book III., Modern Philoso- 
phy: Utilitarian Economics, chap. i., ‘‘ Malthus.’’ 














412 QUARTERLY JOURNAL OF ECONOMICS 





rise of Benthamism, it is necessary to note that the agree- 
ment in this matter between Adam Smith and the disci- 
ples of Bentham, and less decidedly that between Malthus 
and the latter, is a coincidence of conclusions rather than 
an identity of preconceptions.* 

With Adam Smith the ultimate ground of economic 
reality is the design of God, the teleological order; and 
his utilitarian generalizations, as well as the hedonistic 
character of his economic man, are but methods of the 
working out of this natural order, not the substantial and 
self-legitimating ground. Shifty as Malthus’s metaphysics 
are, much the same is to be said for him.t Of the utili- 
tarians proper the converse is true, although here, again, 
there is by no means utter consistency. The substantial 
economic ground is pleasure and pain: the teleological 
order (even the design of God, where that is admitted) 
is the method of its working out. 

It may be unnecessary here to go into the farther impli- 
cations, psychological and ethical, which this preconcep- 
tion of the utilitarians involves. And even this much 
may seem a taking of excessive pains with a distinction 
that marks no tangible difference. But a reading of the 
classical doctrines, with something of this metaphysics of 
political economy in mind, will show how, and in great 
part why, the later economists of the classical line di- 
verged from Adam Smith’s tenets in the early years of 
the century, until it has been necessary to interpret Adam 
Smith somewhat shrewdly in order to save him from 
heresy. 

The post-Bentham economics is substantially a theory 
of value. This is altogether the dominant feature of the 

* Ricardo is here taken as a utilitarian of the Benthamite color, although 
he cannot be classed as a disciple of Bentham. His hedonism is but the uncrit- 
ically accepted metaphysics comprised in the common sense of his time, and 


his substantial coincidence with Bentham goes to show how well diffused the 
hedonist preconception was at the time. 


t Cf. Bonar, Malthus and his Work, pp. 323-336. 
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body of doctrines; the rest follows from, or is adapted to, 
this central discipline. The doctrine of value is of very 
great importance also in Adam Smith; but Adam Smith’s 
economics is a theory of the production and apportion- 
ment of the material means of life.* With Adam Smith, 
value is discussed from the point of view of production. 
With the utilitarians, production is discussed from the 
point of view of value. The former makes value an 
outcome of the process of production: the latter makes 
production the outcome of a valuation process. 

The point of departure with Adam Smith is the “ pro- 
ductive power of labor.” + With Ricardo it is a pecuniary 
problem concerned in the distribution of ownership ; ¢ but 
the classical writers are followers of Adam Smith, and 
improve upon and correct the results arrived at by him, 
and the difference of point of view, therefore, becomes 
evident in their divergence from him, and the different 
distribution of emphasis, rather than in a new and antago- 
nistic departure. 

The reason for this shifting of the centre of gravity 
from production to valuation lies, proximately, in Ben- 
tham’s revision of the “ principles” of morals. Bentham’s 
philosophical position is, of course, not a self-explanatory 
phenomenon, nor does the effect of Benthamism extend 
only to those who are avowed followers of Bentham; 
for Bentham is the exponent of a cultural change that 
affects the habits of thought of the entire community. 

* His work is an inquiry into ‘‘the Nature and Causes of the Wealth of 


Nations.” 


+‘* The annual labor of every nation is the fund which originally supplies 
it with all the necessaries and conveniences of life which it annually consumes, 
and which consist always either in the immediate produce of that labor or in 
what is purchased with that produce from other nations.’’ Wealth of Nations, 
‘Introduction and Plan,”’ opening paragraph. 


t‘* The produce of the earth —all that is derived from its surface by the 
united application of labor, machinery, and capital—is divided among three 
classes of the community. ... To determine the laws which regulate this dis- 
tribution, is the principal problem of political economy.’’ Political Economy, 
Preface. 
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The immediate point of Bentham’s work, as affecting the 
habits of thought of the educated community, is the sub- 
stitution of hedonism (utility) in place of achievement 
of purpose, as a ground of legitimacy and a guide in the 
normalization of knowledge. Its effect is most patent in 
speculations on morals, where it inculcates determinism. 
Its close connection with determinism in ethics points the 
way to what may be expected of its working in economics. 
In both cases the result is that human action is construed 
in terms of the causal forces of the environment, the hu- 
man agent being, at the best, taken as a mechanism of 
commutation, through the workings of which the sensuous 
effects wrought by the impinging forces of the environ- 
ment are, by an enforced process of valuation, transmuted 
without quantitative discrepancy into moral or economic 
conduct, as the case may be. In ethics and economics 
alike the subject-matter of the theory is this valuation 
process that expresses itself in conduct, resulting, in the 
case of economic conduct, in the pursuit of the greatest 
gain or least sacrifice. 

Metaphysically or cosmologically considered, the human 
nature into the motions of which hedonistic ethics and 
economics inquire is an intermediate term in a causal 
sequence, of which the initial and the terminal members 
are sensuous impressions and the details of conduct. 
This intermediate term conveys the sensuous impulse 
without loss of force to its eventuation in conduct. For 
the purpose of the valuation process through which the 
impulse is so conveyed, human nature may, therefore, be 
accepted as uniform; and the theory of the valuation 
process may be formulated quantitatively, in terms of the 
material forces affecting the human sensory and of their 
equivalents in the resulting activity. In the language of 
economics, the theory of value may be stated in terms of 
the consumable goods that afford the incentive to effort 
and the expenditure undergone in order to procure them. 
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Between these two there subsists a necessary equality ; 
but the magnitudes between which the equality subsists 
are hedonistic magnitudes, not magnitudes of kinetic 
energy nor of vital force, for the terms handled are sensu- 
ous terms. It is true, since human nature is substantially 
uniform, passive, and unalterable in respect of men’s ca- 
pacity for sensuous affection, there may also be presumed 
to subsist a substantial equality between the psychologi- 
cal effect to be wrought by the consumption of goods, on 
the one side, and the resulting expenditure of kinetic or 
vital force, on the other side; but such an equality is, 
after all, of the nature of a coincidence, although there 
should be a strong presumption in favor of its prevailing 
on an average and in the common run of cases. Hedon- 
ism, however, does not postulate uniformity between men 
except in the respect of sensuous cause and effect. 

The theory of value which hedonism gives is, there- 
fore, a theory of cost in terms of discomfort. By virtue 
of the hedonistic equilibrium reached through the valua- 
tion process, the sacrifice or expenditure of sensuous 
reality involved in acquisition is the equivalent of the 
sensuous gain secured. An alternative statement might 
perhaps be made, to the effect that the measure of the 
value of goods is not the sacrifice or discomfort un- 
dergone, but the sensuous gain that accrues from the 
acquisition of the goods; but this is plainly only an 
alternative statement, and there are special reasons in 
the economic life of the time why the statement in terms 
of cost, rather than in terms of “utility,” should com- 
mend itself to the earlier classical economists. 

Onggomparing the utilitarian doctrine of value with 
earlier theories, then, the case stands somewhat as follows, 
The Physiocrats and Adam Smith contemplate value as 
a measure of the productive force that realizes itself in 
the valuable article. With the Physiocrats this produc- 
tive force is the “anabolism” of Nature (to resort to 
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a physiological term): with Adam Smith it is chiefly 
human labor directed to heightening the serviceability of 
the materials with which it is occupied. Production 
causes value in either case. The post-Bentham economics 
contemplates value as a measure of, or as measured by, 
the irksomeness of the effort involved in procuring the 
valuable goods. As Mr. E. C. K. Gonner has admirably 
pointed out,* Ricardo —and the like holds true of classi- 
cal economics generally — makes cost the foundation of 
value, not its cause. This resting of value on cost takes 
place through a valuation. Any one who will read Adam 
Smith’s theoretical exposition to as good purpose as Mr. 
Gonner has read Ricardo will scarcely fail to find that 
the converse is true in Adam Smith’s case. But the 
causal relation of cost to value holds only as regards 
“natural” or “real” value in Adam Smith’s doctrine. 
As regards market price, Adam Smith’s theory does not 
differ greatly from that of Ricardo on this head. He does 
not overlook the valuation process by which market price 
is adjusted and the course of investment is guided, and 
his discussion of this process runs in terms that should be 
acceptable to any hedonist. 

The shifting of the point of view that comes into eco- 
nomics with the acceptance of utilitarian ethics and its 
correlate, the associationist psychology, is in great part a 
shifting to the ground of causal sequence as contrasted 
with that of serviceability to a preconceived end. This 
is indicated even by the main fact already cited,— that 
the utilitarian economists make exchange value the cen- 
tral feature of their theories, rather than the conducive- 
ness of industry to the community’s material welfare. 
Hedonistic exchange value is the outcome of a valuation 
process enforced by the apprehended pleasure-giving 
capacities of the items valued. And in the utilitarian 


*In the introductory essay to his edition of Ricardo’s Political Economy. 
See, ¢.g., paragraphs 9 and 24. 
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theories of production, arrived at from the standpoint so 
given by exchange value, the conduciveness to welfare is 
not the objective point of the argument. This objective 
point is rather the bearing of productive enterprise upon 
the individual fortunes of the agents engaged, or upon 
the fortunes of the several distinguishable classes of 
beneficiaries comprised in the industrial community ; for 
the great immediate bearing of exchange values upon the 
life of the collectivity is their bearing upon the distribu- 
tion of wealth. Value is a category of distribution. The 
result is that, as is well shown by Mr. Cannan’s discus- 
sion,* the theories of production offered by the classical 
economists have been sensibly scant, and have been 
carried out with a constant view to the doctrines on dis- 
tribution. An incidental but telling demonstration of 
the same facts is given by Professor Biicher;}+ and in 
illustration may be cited Torrens’s Hssay on the Produc- 
tion of Wealth, which is to a good extent occupied with 
discussions of value and distribution. The classical 
theories of production have been theories of the pro- 
duction of “wealth”; and “wealth,” in classical usage, 
consists of material things having exchange value. Dur- 
ing the vogue of the classical economics the accepted 
characteristic by which “ wealth” has been defined has 
been its amenability to ownership. Neither in Adam 
Smith nor in the Physiocrats is this amenability to 
ownership made so much of, nor is it in a similar degree 
accepted as a definite mark of the subject-matter of the 
science. 

As their hedonistic preconception would require, then, 
it is to the pecuniary side of life that the classical econo- 
mists give their most serious attention, and it is the 
pecuniary bearing of any given phenomenon or of any 
institution that commonly shapes the issue of the argu- 

* Theories of Production and Distribution, 1776-1848. 


+ Entstehung der V olkswirtschaft (second edition). Cf. especially chaps. ii., 
iii., vi., and vii. 
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ment. The causal sequence about which the discussion 
centres is a process of pecuniary valuation. It runs on 
distribution, ownership, acquisition, gain, investment, 
exchange.* In this way the doctrines on production 
come to take a pecuniary coloring; as is seen in a less 
degree also in Adam Smith, and even in the Physiocrats, 
although these earlier economists very rarely, if ever, lose 
touch with the concept of generic serviceability as the 
characteristic feature of production. The tradition de- 
rived from Adam Smith, which made productivity and 
serviceability the substantial features of economic life, 
was not abruptly put aside by his successors, though the 
emphasis was differently distributed by them in following 
out the line of investigation to which the tradition pointed 
the way. In the classical economics the ideas of produc- 
tion and of acquisition are not commonly held apart, and 
very much of what passes for a theory of production is 
occupied with phenomena of investment and acquisition. 
Torrens’s Hssay is a case in point, though by no means an 
extreme case. 

This is as it should be; for to the consistent hedonist 
the sole motive force concerned in the industrial process 
is the self-regarding motive of pecuniary gain, and indus- 
trial activity is but an intermediate term between the 
expenditure or discomfort undergone and the pecuniary 
gain sought. Whether the end and outcome is an invid- 
ious gain for the individual (in contrast with or at the 
cost of his neighbors), or an enhancement of the facility 
of human life on the whole, is altogether a by-question in 
any discussion of the range of incentives by which men 
are prompted to their work or the direction which their 
efforts take. The serviceability of the given line of activ- 


*“* Even if we put aside all questions which involve a consideration of the 
effects of industrial institutions in modifying the habits and character of the 
classes of the community, . . . that enough still remains to constitute a separate 
science, the mere enumeration of the chief terms of economics — wealth, value, 
exchange, credit money, capital, and commodity — will suffice to show.” 
Shirres, Analysis of the Ideas of Economics (London, 1893), pp. 8 and 9. 
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ity, for the life purposes of the community or for one’s 
neighbors, “is not of the essence of this contract.” These 
features of serviceability come into the account chiefly as 
affecting the vendibility of what the given individual has 
to offer in seeking gain through a bargain.* 

In hedonistic theory the substantial end of economic 
life is individual gain; and for this purpose production 
and acquisition may be taken as fairly coincident, if not 
identical. Moreover, society, in the utilitarian philoso- 
phy, is the algebraic sum of the individuals; and the in- 
terest of the society is the sum of the interests of the 
individuals. It follows by easy consequence, whether 
strictly true or not, that the sum of individual gains is 
the gain of the society, and that, in serving his own in- 
terest in the way of acquisition, the individual serves the 
collective interest of the community. Productivity or 
serviceability is, therefore, to be presumed of any occupa- 
tion or enterprise that looks to a pecuniary gain; and so, 
by a roundabout path, we get back to the ancient conclu- 
sion of Adam Smith, that the remuneration of classes or 
persons engaged in industry coincides with their produc- 
tive contribution to the output of services and consum- 
able goods. : 

A felicitous illustration of the working of this hedon- 
istic norm in classical economic doctrine is afforded by 
the theory of the wages of superintendence,— an element 
in distribution which is not much more than suggested in 
Adam Smith, but which receives ampler and more pains- 
taking attention as the classical body of doctrines reaches 
a fuller development. The “wages of superintendence ” 
are the gains due to pecuniary management. They are 
the gains that come to the director of the “ business,” — 
not those that go to the director of the mechanical proc- 

*“Tf a commodity were in no way useful, . . . it would be destitute of ex- 
changeable value; ... (but), possessing utility, commodities derive their ex- 


changeable value from two sources,” etc. Ricardo, Political Economy, chap. 
i. sect. 1. 
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ess or to the foreman of the shop. The latter are wages 
simply. This distinction is not altogether clear in the 
earlier writers, but it is clearly enough contained in the 
fuller development of the theory. 

The undertaker’s work is the management of invest- 
ment. It is altogether of a pecuniary character, and its 
proximate aim is “the main chance.” If it leads, in- 
directly, to an enhancement of serviceability or a height- 
ened aggregate output of consumable goods, that is a 
fortuitous circumstance incident to that heightened ven- 
dibility on which the investor’s gain depends. Yet the 
classical doctrine says frankly that the wages of superin- 
tendence are the remuneration of superior productivity,* 
and the classical theory of production is in good part a 
doctrine of investment in which the identity of produc- 
tion and pecuniary gain is taken for granted. 

The substitution of investment in the place of industry 
as the central and substantial fact in the process of pro- 
duction is due not to the acceptance of hedonism simply, 
but rather to the conjunction of hedonism with an eco- 
nomic situation of which the investment of capital and 
its management for gain was the most obvious feature. 
The situation which shaped the common-sense apprehen- 
sion of economic facts at the time was what has since been 
called a capitalistic system, in which pecuniary enterprise 
and the phenomena of the market were the dominant and 
tone-giving facts. But this economic situation was also 
the chief ground for the vogue of hedonism in economics ; 
so that hedonistic economics may be taken as an inter- 
pretation of human nature in terms of the market-place. 
The market and the “ business world,” to which the busi- 

*Cf., for instance, Senior, Political Economy (London, 1872), particularly 
pp. 88, 89, and 130-135, where the wages of superintendence are, somewhat re- 
luctantly, classed under profits; and the work of superintendence is thereupon 
conceived as being, immediately or remotely, an exercise of “‘ abstinence ’’ and 
a productive work. The illustration of the bill-broker is particularly apt. 


The like view of the wages of superintendence is an article of theory with more 
than one of the later descendants of the classical line. 
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ness man in his pursuit of gain was required to adapt his 
motives, had by this time grown so large that the course 
of business events was beyond the control of any one 
person; and at the same time those far-reaching organiza- 
tions of invested wealth which have latterly come to 
prevail and to coerce the market were not then in the 
foreground. The course of market events took its pas- 
sionless way without traceable relation or deference to 
any man’s convenience and without traceable guidance 
towards an ulterior end. Man’s part in this pecuniary 
world was to respond with alacrity to the situation, and 
so adapt his vendible effects to the shifting demand as to 
realize something in the outcome. What he gained in 
his traffic was gained without loss to those with whom he 
dealt, for they paid no more than the goods were worth 
to them. One man’s gain need not be another’s loss; 
and, if it is not, then it is net gain to the community. 
Among the striking remoter effects of the hedonistic 
preconception, and its working out in terms of pecuniary 
gain, is the classical failure to discriminate between capital 
as investment and capital as industrial appliances. This 
is, of course, closely related to the point already spoken 
of. The appliances of industry further the production of 
goods, therefore capital (invested wealth) is productive ; 
and the rate of its average remuneration marks the de- 
gree of its productiveness.* The most obvious fact limit- 
ing the pecuniary gain secured by means of invested 
wealth is the sum invested. Therefore, capital limits the 
productiveness of industry; and the chief and indispen- 
sable condition to an advance in material well-being is 
the accumulation of invested wealth. In discussing the 
conditions of industrial improvement, it is usual to assume 
that “the state of the arts remains unchanged,” which is, 
* Cf. Bshm-Bawerk, Capital and Interest, Books II. and IV., as well as 
the Introduction and chaps. iv. and v. of Book I. Béhm-Bawerk’s discussion 


bears less immediately on the present point than the similarity of the terms 
employed would suggest. 
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for all purposes but that of a doctrine of profits per cent., 
an exclusion of the main fact. Investments may, further, 
be transferred from one enterprise to another. Therefore, 
and in that degree, the means of production are “ mobile.” 

Under the hands of the great utilitarian writers, there- 
fore, political economy is developed into a science of 
wealth, taking that term in the pecuniary sense, as things 
amenable to ownership. The course of things in eco- 
nomic life is treated as a sequence of pecuniary events, 
and economic theory becomes a theory of what should 
happen in that consummate situation where the permuta- 
tion of pecuniary magnitudes takes place without dis- 
turbance and without retardation. In this consummate 
situation the pecuniary motive has its perfect work, and 
guides all the acts of economic man in a guileless, color- 
less, unswerving quest of the greatest gain at the least 
sacrifice. Of course, this perfect competitive system, 
with its untainted “ economic man,” is a feat of the scien- 
tific imagination, and is not intended as a competent ex- 
pression of fact. It is an expedient of abstract reasoning ; 
and its avowed competency extends only to the abstract 
principles, the fundamental laws of the science, which 
hold only so far as the abstraction holds. But, as happens 
in such cases, having once been accepted and assimilated 
as real, though perhaps not as actual, it becomes an effec- 
tive constituent in the inquirer’s habits of thought, and 
goes to shape his knowledge of facts. It comes to serve 
as a norm of substantiality or legitimacy; and facts in 
some degree fall under its constraint, as is exemplified by 
many allegations regarding the “ tendency ” of things. 

To this consummation, which Senior speaks of as “the 
natural state of man,”* human development tends by 
force of the hedonistic character of human nature; and in 
terms of its approximation to this natural state, therefore, 
the immature actual situation had best be stated. The 


* Political Economy, p. 87. 
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pure theory, the “hypothetical science” of Cairnes, 
“traces the phenomena of the production and distribution 
of wealth up to their causes, in the principles of human 
nature and the laws and events — physical, political, and 
social —of the external world.”* But since the prin- 
ciples of human nature that give the outcome in men’s 
economic conduct, so far as it touches the production and 
distribution of wealth, are but the simple and constant 
sequence of hedonistic cause and effect, the element of 
human nature may fairly be eliminated from the problem, 
with great gain in simplicity and expedition. Human 
nature being eliminated, as being a constant intermediate 
term, and all institutional features of the situation being 
also eliminated (as being similar constants under that 
natural or consummate pecuniary régime with which the 
pure theory is concerned), the Jaws of the phenomena of 
wealth may be formulated in terms of the remaining fac- 
tors. These factors are the vendible items that men 
handle in these processes of production and distribution ; 
and economic laws come, therefore, to be expressions of 
the algebraic relations subsisting between the various ele- 
ments of wealth and investment,— capital, labor, land, 
supply and demand of one and the other, profits, interest, 
wages. Even such items as credit and population become 
dissociated from the personal factor, and figure in the com- 
putation as elemental factors acting and reacting through 
a permutation of values over the heads of the good people 
whose welfare they are working out. 


To sum up: the classical economics, having primarily 
to do with the pecuniary side of life, is a theory of a pro- 
cess of valuation. But since the human nature at whose 
hands and for whose behoof the valuation takes place is 
simple and constant in its reaction to pecuniary stimulus, 

“Character and Logical Method of Political Economy (New York, 1875), 


p. 71. Cairnes may not be altogether representative of the high tide of classi- 
cism, but his characterization of the science is none the less to the point. 
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and since no other feature of human nature is legitimately 
present in economic phenomena than this reaction to pe- 
cuniary stimulus, the valuer concerned in the matter is to 
be overlooked or eliminated; and the theory of the valua- 
tion process then becomes a theory of the pecuniary inter- 
action of the facts valued. It is a theory of valuation 
with the element of valuation left out,—a theory of life 
stated in terms of the normal paraphernalia of life. 

In the preconceptions with which classical economics 
set out were comprised the remnants of natural rights 
and of the order of nature, infused with that peculiarly 
mechanical natural theology that made its way into popu- 
lar vogue on British ground during the eighteenth cen- 
tury and was reduced to a neutral tone by the British 
penchant for the commonplace — stronger at this time 
than at any earlier period. The reason for this growing 
penchant for the commonplace, for the explanation of 
things in causal terms, lies partly in the growing resort 
to mechanical processes and mechanical prime movers in 
industry, partly in the (consequent) continued decline of 
the aristocracy and the priesthood, and partly in the grow- 
ing density of population and the consequent greater spe- 
cialization and wider organization of trade and business. 
The spread of the discipline of the natural sciences, 
largely incident to the mechanical industry, counts in the 
same direction; and obscurer factors in modern culture 
may have had their share. 

The animistic preconception was not lost, but it lost 
tone; and it partly fell into abeyance, partithlarly so far 
as regards its avowal. It is visible chiefly in the un- 
avowed readiness of the classical writers to accept as 
imminent and definitive any possible outcome which the 
writer’s habit or temperament inclined him to accept as 
right and good. Hence the visible inclination of classical 
economists to a doctrine of the harmony of interests, and 
their somewhat uncircumspect readiness to state their 
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generalizations in terms of what ought to happen accord- 
ing to the ideal requirements of that consummate eld- 
wirtschaft to which men “are impelled by the provisions 
of nature.’* By virtue of their hedonistic preconcep- 
tions, their habituation to the ways of a pecuniary culture, 
and their unavowed animistic faith that nature is in the 
right, the classical economists knew that the consumma- 
tion to which, in the nature of things, all things tend, is 
the frictionless and beneficent competitive system. This 
competitive ideal, therefore, affords the normal, and con- 
formity to its requirements affords the test of absolute 
economic truth. The standpoint so gained selectively 
guides the attention of the classica: writers in their obser- 
vation and apprehension of facts, and they come to see 
evidence of conformity or approach to the normal in the 
most unlikely places. Their observation is, in great part, 
interpretative, as observation commonly is. What is pe- 
culiar to the classical economists in this respect is their 
particular norm of procedure in the work of interpreta- 
tion. And, by virtue of having achieved a standpoint of 
absolute economic normality, they became a “ deductive” 
schvul, so called, in spite of the patent fact that they were 
pretty consistently employed with an inquiry into the 
causal sequence of economic phenomena. 

The generalization of observed facts becomes a normali- 
zation of them, a statement of the phenomena in terms of 
their coincidence with, or divergence from, that normal 
tendency that makes for the actualization of the absolute 
economic reality. This absolute or definitive ground of 
economic legitimacy lies beyond the causal sequence in 
which the observed phenomena are conceived to be inter- 
linked. It is related to the concrete facts neither as cause 
nor as effect in any such way that the causal relation may 
be traced in a concrete instance. It has little causally 
to do either with the “ mental” or with the “physical” 


*Senior, Political Economy, p. 87. 
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data with which the classical economist is avowedly em- 
ployed. Its relation to the process under discussion is 
that of an extraneous —that is to say, a ceremonial — le- 
gitimation. The body of knowledge gained by its help 
and under its guidance is, therefore, a taxonomic science. 

So, by way of a concluding illustration, it may be 
pointed out that money, for instance, is normalized in 
terms of the legitimate economic tendency. It becomes 
a measure of value and a medium of exchange. It has 
become primarily an instrument of pecuniary commuta- 
tion, instead of being, as under the earlier normalization 
of Adam Smith, primarily a great wheel of circulation for 
the diffusion of consumable goods. The terms in which 
the laws of money, as of the other phenomena of pecuniary 
life, are formulated, are terms which connote its normal 
function in the life history of objective values as they live 
and move and have their being in the consummate pecu- 
niary situation of the “natural” state. To a similar work 
of normalization we owe those creatures of the myth- 
maker, the quantity theory and the wages-fund. 


THORSTEIN VEBLEN. 
Tae UNIVERSITY OF CHICAGO. 


























THE SETTLEMENTS WITH THE PACIFIC 
RAILWAYS. 


WitTH unexpected smoothness and rapidity the settle- 
ment of the debts due to the United States from the 
Pacific railways has been accomplished. Therewith closes 
a striking chapter in the history of transportation in the 
United States. The Union and Central Pacific roads, 
creatures of the government, long its special care, the 
targets for unnumbered debates and plans and attacks, 
have severed once for all their relations with the federal 
authorities, and have become great railway corporations of 
the usual type. This result has been reached by a proc- 
ess which is simple enough, but which, none the less, 
would have seemed a few years ago highly improbable 
to the best-informed observers,— by the payment to the 
government, or ample guarantee of the payment, of 
the huge sum of the principal and accumulated interest 
of its loans of thirty years ago. Dreams of a possible 
disrupting of the companies, of the formation of a new 
transcontinental line under government ownership, have 
vanished. Some record of this concluding stage in the 
great subsidy operations is here offered, to which, for 
completeness of statement, even though at the risk of 
repeating familiar history, is prefixed a sketch of the 
events which led up to the final settlements. 

The Pacific Railway Act of 1862 offered the Union 
Pacific Railroad Company and the Central Pacific Rail- 
road Company a subsidy consisting of a land grant of about 
thirty-three million acres and a loan of the credit of the 
United States. The loan was in the form of government 
bonds at the rates of sixteen, thirty-two, or forty-eight 
thousand dollars a mile, according to the nature of the 
country traversed by the railway. The United States 
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was to be secured by a first mortgage upon the completed 
line. Upon these terms, however, the Union Pacific and 
Central Pacific Railroad Companies were unable to raise 
capital; and in 1864 Congress doubled the land grant, 
and contented itself with a second mortgage as security 
for its advances of bonds. The estimates of the cost of 
the proposed railroads were pure guess-work; the bond 
subsidy was of uncertain value, since the principal and 
interest of the bonds were payable in currency; and, 
finally, the prospects of the railways after completion were 
exceedingly doubtful. For these reasons some men of 
weight in the world of finance persisted to the last in 
esteeming the Pacific lines hare-brained schemes. The 
promoters themselves had to pledge their whole fortunes 
in order to secure the co-operation of capitalists, and more 
than once were in imminent danger of bankruptcy. The 
final success of the scheme was due largely to the dis- 
covery of an easy means of crossing the Sierras and to the 
importation of Chinese labor. 

The funds required for the building of the Union Pa- 
cific and Central Pacific Railroads were raised by the sale 
of the government bonds and of first mortgage, land, 
income, and other bonds. The stock that was issued was 
thrown in as a bonus to the promoters. Its value de- 
pended partly upon the earning powers,— actual and pro- 
spective,— partly upon the fact that the ownership of 
the stock carried with it the control of the railroads. 
That of the Central Pacific, or a majority of it, remained 
in the hands of the original promoters of the road. That 
of the Union Pacific, on the other hand, immediately 
found its way into the open market, and soon became a 
gambling stock on the New York Stock Exchange. Both 
stocks ultimately rose to par, and were profitable during 
the years in which the Union Pacific and Central Pacific 
Railroads had a monopoly of the transcontinental traffic 
by rail. 
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In the years from 1860 to 1880 almost all railway 
building in the United States was highly speculative. 
Promoters expected to make a profit out of the con- 
struction itself, issuing as many bonds as the market 
would absorb. The stock was generally thrown in as 
a bonus to make the bonds more salable. The incor- 
porators of railways also had recourse to construction 
companies for the purpose of limiting their liabilities and 
their chances of loss. The construction companies and 
the methods employed in general for the purpose of tempt- 
ing capital into railway building unquestionably led to 
great abuses. They brought about a separation between 
the interests of the railway builder and manager and 
those of the persons who had furnished the capital for 
the building of the railway. And if it be urged that 
in the operations of the Union Pacific and Central Pacific 
construction companies — the Credit Mobilier of America 
for the former, and the Contract and Finance Company 
for the latter—the rights of the United States as a 
creditor of the companies were ignored, it should be re- 
membered that, in this respect, the experience of the 
United States was but the too common experience of 
railway investors in the period from 1860 to 1880. 

Congress in 1864 had enacted that the Pacific railways 
should pay annually to the government at least 5 per 
cent. of their net earnings, and that, in addition, the 
United States should withhold one-half of the sums due 
to the railways for transportation services rendered. It 
was hoped that these two sums would offset the payments 
annually to be made by the government on account of in- 
terest on the bonds issued to the railways. But this hope 
was disappointed from the start. In 1872 Congress 
attempted to withhold the whole amount annually due 
from the government to the railways for transportation. 
But at the same time the railways were allowed to appeal 
to the Court of Claims; and that tribunal, as well as the 
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Supreme Court, held that under the acts of 1862 and 
1864 there was no authority to withhold more than one- 
half the sums due for services rendered. The indebted- 
ness of the Pacific railways to the government under 
these conditions increased year by year. At the same 
time the roads began to pay dividends, the Central Pacific 
in 1872 and the Union Pacific in 1875, on stock which 
represented no investment of capital. In 1878, when the 
Wilson Committee made its report upon the relations 
between the Credit Mobilier and the Union Pacific Rail- 
road Company, Congress directed the Attorney-General to 
bring suit in equity in the name of the United States 
against the Union Pacific Railroad Company and against 
all persons who had received stock in the road without 
paying for the stock in full in money. The theory on 
which this proceeding rested was that the property of the 
Pacific roads was held in trust by the companies for the 
payment to the United States of the subsidy bonds. The 
relief asked for was that the moneys and property alleged 
to have been wrongfully diverted from the treasury of the 
Union Pacific Railroad to the pockets of certain officers 
and stockholders of the company, be restored to the rail- 
road corporation or to the United States, whichever should 
in equity be entitled thereto. The Supreme Court, how- 
ever, held that the bond subsidy created nothing in the 
nature of a trust, but was an absolute grant without 
precedent condition. It held that under the acts of 
1862 and 1864 the United States was in the position of 
an ordinary creditor, and that redress for the alleged 
fraudulent actions could be obtained only in a suit 
brought by the corporation or one of its shareholders, and 
not in a suit by the United States. Thus it was settled 
that the doings of the construction companies — the 
Credit Mobilier and the Contract and Finance Com- 
pany — were not matters in which, at law, the govern- 
ment of the United States had any special concern. Yet 
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it is certain that the alleged fraudulent doings of those 
companies remained a potent cause of the opposition to 
measures presented from time to time for the adjustment 
of the indebtedness of the Pacific railroads. 

The decision of the Supreme Court in the Credit 
Mobilier case was delivered in 1878, at the time of the 
Granger movement and the general ferment of opinion 
on the railway question. Congress now endeavored to 
meet the situation by the exercise of its power as the 
sovereign law-giver. In the Thurman Act of 1878 it was 
enacted that the whole of the sum annually due from 
the government on account of services rendered by the 
Pacific railroads should be withheld. One-half of that 
sum was to be applied annually on the debt due to the 
government. The other half, together with 5 per cent. 
of the net earnings of the roads, was to be invested at 
compound interest in a sinking fund, which was to consist 
of United States bonds. In addition, the Union Pacific 
was to pay into the sinking fund each year $850,000, and 
the Central Pacific was to pay $1,200,000, with the pro- 
viso that neither company should pay into the sinking 
fund more than 25 per cent. of the net earnings. 

The sinking fund of the Thurman Act was expected to 
take care at least of the first mortgage on the Pacific rail- 
ways and possibly also of the second mortgage, when those 
two liens should become due in the years 1895-99. But 
for one reason and another this expectation was completely 
disappointed. The monopoly of the transcontinental traffic 
by rail held by the Central Pacific and Union Pacific, and 
the monopoly of the local traffic held by the Union Pacific, 
were broken down in 1883 by the almost simultaneous 
completion of several competitive routes,— the Southern 
Pacific, the Northern Pacific, the Atchison, Topeka & 
Santa Fé, and the Chicago, Burlington & Quincy roads. 
In consequence the net earnings of the Central and 
Union Pacific fell off to such an extent that the payments 
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on account of the $850,000 and $1,200,000 provisions 
became inconsiderable. In the second place, the sudden 
improvement in the credit of the United States after 1879, 
and the advance in the price of its bonds caused the sink- 
ing fund to bear little more than 2 per cent. interest; 
and at times it lay idle altogether. On the other hand, 
the United States was paying, year by year, interest at 
the rate of 6 per cent. on the subsidy bonds which it 
had issued for the roads; and year by year this accumu- 
lating amount was charged to the debt which they must 
ultimately repay to the government. To this obligation, 
certain to be presented in troublesome form even though 
at a date which may have seemed distant, managers of 
the roads at this time paid apparently no attention. The 
Thurman Act was allowed to work out its unexpectedly 
slight results; and the net indebtedness of the roads to the 
United States, so far from declining, continued to increase 
year by year. 

Meanwhile, the situation was being complicated in 
another direction,— by the changes in the organization and 
the ramifications of the railway systems themselves. The 
Central Pacific Railroad was absorbed by the Southern 
Pacific Company of Kentucky; and the Union Pacific 
Railroad developed into the Union Pacific System. 

At a very early date the promoters of the Central 
Pacific entered upon the policy of building to the most 
populous and most productive parts of California; leasing 
the lines, when completed, to the Central Pacific Railroad 
Company. They also built from Goshen, in Southern Cali- 
fornia, across Arizona, New Mexico, and Texas to New 
Orleans, where connection was made by steamships with 
the Atlantic seaboard cities. In 1885 the whole complex 
of lines was subdivided into two systems,— one comprising 
the Central Pacific and all lines north of Goshen, the 
other comprising the southern transcontinental line, or 
Southern Pacific, and all lines south of Goshen. Both 
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systems were leased to the Southern Pacific Company 
of Kentucky, a corporation controlled by the builders of 
the Central and Southern Pacific lines. Under the lease 
of 1885 the Southern Pacific Company of Kentucky as- 
sumed the payment of the obligations of the Central 
Pacific as regarded interest on its funded debt and the 
sums annually due to the United States under the Thur- 
man Act; but it assumed no responsibility for the prin- 
cipal of the Central Pacific indebtedness. It has often 
been charged that the Southern Pacific of Kentucky sys- 
tematically diverted traffic from the Central Pacific line 
to the Southern Pacific, for the purpose of keeping down 
the net earnings of the former, and so reducing the pay- 
ments due to the United States. But it is probable that 
an inquiry into the facts would at any time have led to 
the conclusion reached in 1894 by Sir Rivers Wilson, the 
representative of the English shareholders of the Central 
Pacific, who then reported that there did not appear suffi- 
cient grounds to support the charge of unfair diversion of 
traffic from the Central Pacific. The truth is that in 
length of haul by rail, in ease of grades, and in freedom 
from obstruction by snow and ice, the Southern Pacific 
has very decided advantages over the Central Pacific. 
The Union Pacific Railroad Company in 1877 began 
the policy of acquiring control of auxiliary lines, in order 
that it might keep pace with the growth of the territory 
tributary to it and meet the competitive building of other 
trans-Missouri lines. But not until after the consolidation 
with the Kansas Pacific and Denver Pacific in 1880 did 
it pursue vigorously the policy of expansion. In 1881 it 
met the construction of the Southern Pacific by seeking 
an outlet to the north-west Pacific coast. Thus it finally 
acquired the Oregon Short Line & Utah Northern Rail- 
way, together with the Oregon Railway and Navigation 
Company. These lines carried it to important points in the 
Pacific north-west,— to Butte City, Montana, to Spokane 
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Falls, Washington, and to Portland, Oregon. From the 
latter place the Union Pacific operated steamship lines to 
San Francisco. Somewhat later it pushed its operations 
into the south-west, obtaining access to Fort Worth, 
Texas, by means of the Union Pacific, Denver & Gulf 
Railway. By 1890 the Union Pacific System had come to 
comprise, in addition to the Union Pacific and Kansas 
Pacific main lines, some 5,900 miles of auxiliary lines, and 
had under operation a total of 7,700 miles. This vast sys- 
tem was held together through the Union Pacific Railway 
Company’s ownership of stocks and bonds of the auxiliary 
lines ; for the charter of the Pacific roads had given the 
companies no power to build new lines directly or to in- 
corporate by consolidation any lines of railway other than 
those mentioned in the acts of 1862 and 1864. 

The policy of acquiring auxiliary lines has been the sub- 
ject of adverse comment, sometimes of bitter attack, under 
the mistaken notion that it was a drain upon the resources 
of the Union Pacific. To persons not conversant with 
railway operations, it does not readily appear how a branch 
line which does not pay for itself may yet be a source of 
profit in providing the main line with traffic hauled long 
distances at low cost. Then, again, the device of construc- 
tive mileage, made use of in dividing the earnings between 
the branch lines and the parent line, readily lends itself to 
misunderstanding and misinterpretation. On the other 
hand, it must be admitted that the terms upon which some 
of the branch lines were secured were not above criticism. 
Yet, upon the whole, the policy of expansion was pursued 
with honesty and wisdom; and among persons competent 
to judge there is no difference of opinion as to the abso- 
lute necessity of auxiliary lines for the Union Pacific main 
line. 


In 1898 the Union Pacific Railway Company passed 
into the hands of receivers. A general reorganization 
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committee was at once formed to protect the many inter- 
ests which had been brought together under the Union 
Pacific System. It soon became evident that no headway 
could be made with reorganization until provision should 
have been made for the claims of the government, which 
would come due in the years from 1895 to 1899. In Jan- 
uary, 1895, the Union Pacific Railway Company offered 
to refund the government’s entire claim, principal and in- 
terest, in fifty-year 2 per cent. bonds. The interest on 
these fifty millions would have yielded to the government 
each year a sum more than sufficient to meet the annual 
interest on the United States subsidy bonds, if these 
bonds, as they matured, had been refunded at a lower rate 
of interest. In addition, it was proposed to raise by assess- 
ment on the Union Pacific Railway Company stock some 
twenty millions in cash. This sum and the fourteen mil- 
lions in the sinking fund were to be used in paying off the 
bonds which had priority over the lien of the United States. 
Finally, the ultimate payment of the refunded debt was to 
be secured by sufficient sinking fund provisions. The 
offer was commonly thought a reasonable one; yet, as 
public opinion and Congressional tactics stood, it was hope- 
less to expect its acceptance. Congress adjourned with- 
out taking action; and the reorganization committee dis- 
banded in March, 1895. 

By this time separate receivers had been appointed for 
the Union Pacific, Denver & Gulf, for the Denver, 
Leadville & Gunnison, and for the Oregon Railway and 
Navigation Company. ‘There was the possibility also of a 
separate receivership for the Oregon Short Line & Utah 
Northern Railway. There had been a struggle among the 
holders of the securities of the various subsidiary com- 
panies, each group seeking to put itself in position to 
form an alliance with some other system, should the 
Union Pacific System be broken up. The Union Pacific 
Railway Company therefore was in danger not only of 
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losing through foreclosure its valuable equities in the va- 
rious subsidiary companies, but also of being reduced to 
the position of a trunk line without feeders of its own, 
dependent for freight upon traffic arrangements made 
with rival systems. 

In January, 1897, still another proposal for settlement 
came up, and reached at least the stage of a vote in the 
House of Representatives. On that date, the House re- 
jected, by a vote of 167 to 102, the Powers Bill. That 
measure proposed to allow the Union Pacific Railway 
Company to issue fifty-year 4 per cent. first mortgage 
bonds to the face value of all outstanding first mortgage 
bonds,— $54,731,000. The debt due to the government 
was to be refunded in 2 per cent. fifty-year second 
mortgage bonds, with a lien on the total property of the 
company. The original lien of the government had not 
applied to those portions of the Union Pacific and Kansas 
Pacific roads which had been built without recourse to 
the proceeds of the subsidy bonds; that is, it did not 
cover the terminal properties at Omaha, Council Bluffs, 
and Kansas City, nor any part of the Kansas Pacific road 
west of a point three hundred and ninety-four miles west 
of Kansas City. The Powers Bill also provided for stated 
annual payments on account of the principal of the pro- 
posed second mortgage bonds,— $365,000 annually for the 
first ten years, $550,000 annually for the second ten years, 
and thereafter $750,000 a year. The proposal again was 
not an unreasonable one, and again it was rejected. Be- 
fore the vote on the bill proper the House rejected also a 
substitute providing for a commission to settle or com- 
promise the indebtedness of the Pacific railroads; and 
rejected, too, a substitute for funding at 3 per cent. 
the debt due to the government. The arguments on 
these proposals had but little relevancy to the question 
in hand. They consisted mainly of the repetition of 
charges, by this time flat and stale, against the Credit 




















SETTLEMENTS WITH THE PACIFIC RAILWAYS 487 


Mobilier, and of similar charges as to the diversion of 
traffic from the Central Pacific to the Southern Pacific 
and the diversion of earnings from the Union Pacific to 
its auxiliary companies. The debate as a whole deserved 
the comment which a prominent member of the Pacific 
Railroads Committee applied to his own speech. Most of 
what he had been saying, he frankly admitted, was for- 
eign to the real question at issue,—the adjustment on a 
business-like basis of the claims of the government; but 
he wished to show that Congressmen were under no moral 
obligation to deal leniently with those who had made im- 
mense fortunes out of the bounty of the government and 
had shamefully abused the confidence and generosity of 
their predecessors. But the opposition rested not merely 
on this general unwillingness to any action savoring of 
accommodation to guilty corporations. It was powerfully 
strengthened by the strong wish of the Western Congress- 
men, especially those from California, to force foreclosure 
under the government mortgage. Foreclosure by the 
government was desired, in the hope that it would result 
in one through line, consisting of the Central Pacific and 
Union Pacific operated as one road, which would break 
the monopoly of railway transportation in California 
which had been enjoyed for many years by the owners of 
the Southern Pacific. For the chance of securing this 
outcome the House of Representatives did not hesitate 
to leave the government in a position where the sale of 
the claim of the United States at a heavy sacrifice might 
be the alternative to its becoming the owner of the torso 
of a main line. 

Meanwhile, steps had been taken in another direction, 
and on a different plan for securing some action on the 
part of the government. Proceedings were instituted to 
foreclose the first mortgage bonds of the Union Pacific, 
interest on which had been in default since 1898, and 
whose lien applied to those parts of the main line subject 
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to the government’s second lien. Under the act of 
March 3, 1887,* it had been made the duty of the Presi- 
dent to direct proceedings for the protection of the inter- 
ests of the United States, by redemption or by foreclosure 
provisions. The executive branch of the government, 
and not Congress, was now to be dealt with, and, in- 
deed, was compelled to show its hand under penalty of 
letting the entire claim of the United States go by the 
board. A new reorganization committee had been formed 
int October, 1895, representing the holders of first mort- 
gage bonds of the Union Pacific and Kansas Pacific 
divisions; and the Attorney-General (Mr. Harmon) agreed 
with that committee in January, 1897, immediately after 
the rejection of the Powers Bill, to bring suit for the 
foreclosure of the government’s lien at the same time that 
the committee should bring suit for the foreclosure of the 
first mortgage lien. In consideration of this understand- 
ing the reorganization committee guaranteed a minimum 
bid of $45,754,000 for the government’s claim. The cash 
value of the sinking fund in the Treasurer’s hand was 
about sixteen and one-half millions, leaving some twenty- 
nine millions to be raised by the committee. To secure 
that sum, it would be necessary to sell about thirty-three 
and one-half millions of the proposed issue of one hundred 
million new first mortgage 4 per cent. bonds. The in- 
terest on those bonds would call for something more 
than $1,300,000 a year, or about a hundred thousand 
dollars more than the Union Pacific Railway Company 
had been paying in recent years on account of its 
debt to the government. Reorganizations of bankrupt 
properties are not ordinarily made on the basis of in- 

* This act provided primarily for the appointment of a commission to in- 
vestigate the books, accounts, and methods of the bond-aided Pacific railroads. 
It also directed the President to take action to protect the interests of the 
United States, should any suit be brought for the foreclosure of any lien prior 
to the government’s claim. Finally, it permitted the investment of the sink- 


irig fund moneys in the first mortgage bonds of the Pacific railroads. This 
last provision, however, proved of little value to the railroads. 
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creased fixed charges; and, considering the disturbed state 
of affairs at that date (the Treasury was far from pros- 
perous, and the Venezuela episode was not out of the 
way), the offer of forty-five and three-quarters millions 
would seem to have been not illiberal. At any rate, 
“rights” to participate in the undertaking of the syndi- 
cate formed to raise the money required under the guar- 
anteed bid were being offered in the early part of 1897 
at a discount of 24 per cent. 

Some of the decrees rendered in the foreclosure suits 
proved unsatisfactory to the government. It was ad- 
judged that a certain Omaha bridge mortgage for $1,200,- 
000 was a lien prior to the claim of the United States; 
and it was ordered that moneys and assets accruing in 
the hands of the receivers should not be reserved to meet 
any deficiency judgment obtained by the government. 
When the reorganization committee learned that the gov- 
ernment for these reasons was preparing papers for an 
appeal, the committee raised its guaranteed bid to fifty 
millions. The Attorney-General (Mr. McKenna, under 
the new administration) in October stated that the increase 
removed the objections to the decrees so far as the money 
contentions were concerned. In all else the decrees were 
satisfactory; and the government was willing that the 
sale should proceed. But there was clamor against what 
was styled an attempt to rob the government; and it 
was stated in the press that, if time were given, opposition 
syndicates would be formed to outbid the reorganization 
committee. These charges proved the more embarrassing 
to the administration because certain Wall Street rumors 
gave them some measure of plausibility. It was alleged 
that support had been secured for a syndicate which was 
ready to raise seventy million dollars. These allegations 
grew stronger as the day fixed for the foreclosure sale 
approached; and on October 25 the Attorney-General 
notified the committee that the government had applied 
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to the court to have the sale postponed from November 1 
to December 15. On the latter date Congress would be 
in session, and able, if it pleased, to take action. The 
committee, unwilling to risk further intervention by Con- 
gress, raised the guaranteed minimum bid on the Union 
Pacific line to the full amount of the government claim, 
principal and interest,— more than fifty-eight millions in 
all. The previous bids had been for both the Union 
Pacific and Kansas Pacific lines; but, the latter not being 
essential for the proposed reorganization, the bid as to it 
was withdrawn. For the Union Pacific alone the offer 
was eight millions more than the preceding offer for both 
lines taken together. 

Thus the United States secured from the Union 
Pacific the unabated amount of its claim in hard cash. 
There were abundant circumstances that might have 
been adduced in justification of a less exacting bargain. 
The prolonged payment of interest at 6 per cent. by 
the government on its subsidy bonds greatly swelled 
the amount of the accumulating debt; yet in the course 
of the thirty years the current rate had fallen much 
lower, and the rate for the government itself to one-half 
of 6 per cent. On the investment which the govern- 
ment had compelled the company to make in the sinking 
fund of the Thurman Act, hardly 2 per cent. had been 
earned for the beneficiary. Quite apart from any such 
considerations of equity, it is not to be doubted that, 
having regard to the condition of the railway itself and 
to the general business situation, any of the proposals 
made in 1895-97 would have been found acceptable by 
a private creditor. The first offer from the reorganization 
committee, acceded to by the government in 1897, of 
45.7 millions, was thought at the time to be an excellent 
bargain for the United States. That enough was suc- 
cessively added to meet finally the full claim, was due in 
some degree to the general revival of activity and the 
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better prospects of all railway properties; but even more, 
probably, to the fact that the reorganization committee had 
gone too far to be able to retrace its steps. For various 
reasons it was anxious to avoid the possibility that Con- 
gress, yielding to the pressure which had defeated the 
Powers Bill, should overthrow the proposed settlement. 
The failure to carry the reorganization through would 
have had a depressing effect in the financial world, under- 
mining the confidence just being re-established. This, in 
turn, would have affected adversely many other large 
affairs and interests in which the individuals taking part 
in the reorganization were involved. Moreover, the com- 
mittee had made heavy engagements and contracts, from 
which it could not retreat without great confusion, if not 
loss. A syndicate had been formed to advance on thirty 
days’ notice some forty-four million dollars. Compre- 
hensive plans had been made to recover the lines lost to 
the old Union Pacific System, among them an agreement 
to purchase the Oregon Short Line stocks, held by the 
firm of J. P. Morgan under an old trust indenture of 
1891. Virtually, there was nothing to be done except to 
dispose of the government as an ugly partner by paying 
the full amount of its claim,— $27,236,512 principal and 
$31,211,712 interest. The formal end of this operation 
came on November 6, 1897, when the sale of the Union 
Pacific main line to the reorganization committee was 
confirmed. 

The Kansas Pacific had been left out of the arrange- 
ment when the Union Pacific bids were raised. The 
disposal of this line dragged on, and, indeed, has not yet 
been completed. On February 9, 1898, the Secretary of 
the Treasury made a move for foreclosure by issuing a 
warrant for $7,515,255 in favor of the Treasurer of the 
United States, to be used in the purchase of the first 
mortgages on the parts of the Kansas Pacific covered 
by the government lien, unless a satisfactory agreement 
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should be reached for the settlement of the government’s 
claim. Three days later the reorganization committee 
guaranteed the government the amount of the principal 
of its debt ($6,300,000), and the sale was allowed to pro- 
ceed. On the 16th of February the property was sold, 
the United States receiving nothing for its claim on 
account of interest, amounting to $6,627,000.* 

The Union Pacific being disposed of, the settlement 
with the Central Pacific was made with comparative ease. 
The possibility of a union of the two lines as a govern- 
ment road was gone, and there was no ground for further 
opposition in Congress to the readjustment of the Central 
Pacific’s debt. The Deficiency Appropriation Act of July, 
1898, appointed the Secretary of the Treasury, the Secre- 
tary of the Interior, and the Attorney-General commission- 
ers to effect a settlement between the United States and 
this railway. Under the agreement, approved by the 
President on February 15, 1899, the government's claim, 
amounting to $27,855,680 on account of principal and 
$30,957,035 on account of unreimbursed interest, was 
disposed of in full, by being refunded in twenty equal 
notes, payable, respectively, on or before the expiration of 
each successive six months for ten years. The notes bear 
interest at 3 per cent.; and, if default be made in any 
payment of principal or interest, all of the notes im- 
mediately become due and payable. The payment of the 
principal and interest is secured to the government by the 
deposit in its hands of $58,820,000 (out of a total issue of 
one hundred millions) first refunding 4 per cent. gold 
bonds issued by the Central Pacific Railroad Company or 

*The Department of Justice has instituted proceedings, however, against 
the reorganized Union Pacific Company for $6,588,900 with interest. There 
had been left over in the hands of the receivers of the old corporation some 
assets not covered by any specific lien, and therefore available for payment of 
the general obligations of the company. The value of these assets has been 
estimated to be about four million dollars. The total amount of claims 


presented against them, among which the government demand figures, is close 
on sixty millions. 
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its successor in the ownership of the property covered by 
the bonds. These bonds are a first charge on all the 
property of the company; and the issue has been used, in 
part, to retire the old first mortgage bonds whose lien was 
prior to that of the United States. They affect not only 
the subsidized line, but all the lines and the equipment 
and terminals of the company owned at the time of the 
approval of the agreement. The second mortgage for- 
merly held by the United States, it will be remembered, 
had not covered the valuable terminal properties at Oak- 
land and San Francisco. Substantially, the government 
claim, for principal and interest taken together, is extended 
at 3 per cent., with provision for payment by instalments 
in the course of ten years and with security certainly more 
ample than it had been before the settlement. The terms 
are but little more favorable to the government than those 
of the several proposals made to it of late years; and they 
are distinctly less favorable than in the case of the Union 
Pacific, where it got its cash once for all. 

Some minor items of the bond subsidy operations of 
thirty years ago may be referred to. The Sioux City & 
Pacific Railroad, running from Missouri Valley in Iowa 
to Sioux City, and now forming a branch of the Chicago 
& North-western System, received a bond subsidy; and 
the United States has a second mortgage of $1,628,300, 
not including interest. It does not appear what action 
has been taken regarding this line. The centr] branch 
of the Union Pacific, running from Atchison to Water- 
ville in Kansas, was similarly subject to a claim for 
$1,600,000. It was long under lease to the Missouri 
Pacific System, and in 1898 it was sold in order to sat- 
isfy a lien having priority over the government lien. 
Apparently, no steps were taken to enforce the govern- 
ment’s claim; and the line is now owned and operated by 
the Missouri Pacific. 

For the government the whole outcome has been finan- 
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cially not less than brilliant. Not only the principal of 
the debt, but the accumulated mass of interest payments, 
has been recouped by the subsidized railways,— a result, as 
has already been said, which would have been thought a 
few years ago virtually impossible. It may be a question 
whether the precise mode in which this success was 
achieved, in the case of the Union Pacific, deserves un- 
qualified commendation; yet it may also be urged that 
the representatives of the government had no other course 
than to press its claim to the end without discount. For 
the community it is certainly a gain that the Pacific rail- 
ways question disappears from the political field, and that 
no more is to be heard of the rumors and charges — half 
true and half false —as to intrigue, corruption, blackmail, 
demagogism. For the railways, too, it is no less a gain 
that they are no longer to be trammelled by the constant 
friction in Congress and the uncertainty as to their finan- 
cial basis. As to the project of creating a government- 
owned competitive transcontinental route out of the sub- 
sidized lines, that, too, is well out of the way. Whether 
or no public ownership be thought likely to yield a balance 
of gain in the United States,—and few sober thinkers 
would regard this as one of the good moves for the visible 
future,— the plan of such a competitive trunk line offered 
all the evils and few of the gains of public management. 
The peculiar situation on the Pacific coast, and especially 
in California, made the project naturally a tempting one 
for that part of the country; but this remedy was both 
drastic and unpromising, and the unfortunate thing is 
that no remedy at once safe and promising is in sight. 
Taking the general railway situation in the United States 
as it stands, the settlements with the subsidized railways 
are to be welcomed and approved: nothing is made worse, 
and some things are made better. 

H. R. MEYER. 


Harvarp UNIVERSITY. 
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THE FRANCHISE TAX LAW IN NEW YORK. 


Much interest has been manifested throughout the country 
in the passage of the recent franchise tax law in New York. 
This interest is partly due to the effective manner in which 
Governor Roosevelt forced the passage of the bill. Up to the 
last moment the vote on the original Ford Franchise Bill was 
in doubt, and would have remained so but for the emergency 
message sent to the legislature in its closing hours, Further 
consideration, however, convinced the governor of the advis- 
ability of certain amendments to the bill; and a special session 
of the legislature was summoned for this purpose. Practically 
no other business was transacted; and here, again, it was the 
clearly expressed determination of the governor to sign the 
original bill unless the amendments were adopted, which 
whipped into line the Republican majority and brought about 
the final passage of the law as it now stands. 

Readers of this Journal need not be informed as to the nat- 
ure of franchise taxation. The whole conception is a legal 
rather than an economic one, and its recent growth in the 
United States is due largely to the prevalent system of the 
general property tax. In Europe there is no such problem as 
the taxation of corporate franchises, because corporations are 
subject either to the general income tax, as in England, Ger- 
many, and Italy, or to the special business tax, as in France. 
Under our American system, however, corporations have 
usually been liable to the general property tax. The tangible 
corporate property has always been reached, but the intangi- 
ble property has thus far escaped the scrutiny of the assessor 
with almost as much success as has the intangible property 
of individuals. When taxation is confined to realty and 
tangible personalty, it evidently becomes necessary, in order 
to reach the actual value of the property of the corporation, 
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to add to the tangible property something else representing its 
capitalized earning capacity. This something else is what is 
ordinarily termed the franchise,—the privilege accorded by 
the government to the corporation to carry on the business. 
The tax imposed on this privilege, known as the franchise 
tax, is therefore supplementary to the tax upon tangible prop- 
erty. 

The idea of a franchise tax in this sense is not altogether 
new to New York State. For some time New York, like 
Pennsylvania and other States, has had a system of franchise 
taxes on corporations for State purposes. These taxes have 
been levied upon the capital stock in accordance with the 
amount of dividends paid, or they have been assessed in a 
certain proportion to gross earnings. The system in New 
York, however, differs from that in Pennsylvania and in 
several other States, in that the taxation of corporations for 
local purposes is still carried on under an old law which, 
handed down from earlier times, has remained intact for 
almost half a century. Corporations are liable for local pur- 
poses on their general property. That is to say, not only the 
real estate, but all the personalty, tangible and intangible, of 
corporations, is locally taxable. The local assessors, following 
time-honored practice, place an arbitrary valuation upon the 
capital stock, from which is deducted the value of the realty. 
The present franchise tax law is partly the result of a recent 
unsuccessful endeavor on the part of the Brooklyn assessors to 
increase the assessment of a local corporation. The assessors in 
this case, when they made up their valuation upon the capital 
stock, increased it substantially on the ground that the property 
had become more valuable because of the augmented value of 
the franchise. The court, however, held that the value of the 
franchise ought not to be considered in estimating the value 
of the taxable personalty. Since debts are deductible from 
personalty in New York, the corporation in question was able 
to deduct its entire bonded indebtedness from the value of 
the stock; and it might well happen that, where the bonded 
indebtedness exceeded the capital stock, a corporation would be 
taxable on its real estate only. It was partly to remedy this 
condition of affairs that the franchise tax bill was introduced. 
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The new act does not apply to all franchises or to all corpo- 
rations ; and the tax system in New York, as now amended, 
differs from that of many other States. No less than three 
kinds of corporate franchises are at present taxable in New 
York. The first is the general privilege extended by the gov- 
ernment to become a corporation. For this privilege payment 
is made in the so-called incorporation fees, known under vari- 
ous names throughout the country. The second kind of “ fran- 
chise,” taxable for all corporations in New York, is the privilege 
to carry on the business. To use the words of a recent de- 
cision of the United States Supreme Court, it is a franchise to 
do, and not a franchise to be. Most of the so-called franchise 
taxes in the various commonwealths deal with this kind of a 
franchise. The new New York law, however, is intended to 
reach a third kind of franchise,— namely, the privilege con- 
ferred upon certain special corporations to make use of city 
streets and public places. This is manifestly a valuable privi- 
lege over and above the other privileges granted by the gov- 
ernment. Legally, it may be conferred by the State; yet from 
the economic point of view it is a privilege granted by the lo- 
cality. It is only to corporations possessing this particular 
privilege that the new law applies, and hence the franchises 
of such corporations are spoken of in the law as “special fran- 
chises.” The statute prescribes that in estimating the value of 
property there shall be included “the value of all franchises, 
rights, authority, or permission to construct, maintain, or op- 
erate in, under, above, upon, or through any streets, highways, 
or public places any mains, pipes, conduits or wires, with the 
appurtenances for conducting water, steam, heat, light, power, 
telegraph, telephone, or other purposes.” Taxable property 
shall also include “all bridges, all telegraph lines, wires, poles, 
and appurtenances, all supports and enclosures for electrical 
conductors and other appurtenances upon, above, and under 
ground; all surface, underground, or elevated railroads, includ- 
ing the value of all franchises, rights, or permission to con- 
struct, maintain, or operate the same in, under, above, on, or 
through streets, highways, or public places.” The same section 
goes on to say that “a franchise, right, authority, or permission 
specified in this subdivision shall, for the purposes of taxation, 
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be known as a special franchise.” Finally, the act adds that 
“a special franchise shall be deemed to include the value of 
the tangible property of a person, copartnership, association, 
or corporation situated in, upon, under, or above any street, 
highway, public place or public way, in connection with a 
special franchise. The tangible property so included shall be 
taxed as a part of the special franchise.” 

Several considerations present themselves to our notice. In 
the first place, all the passages of the law quoted above are 
simply amendments of or additions to the general tax law 
which prescribes the assessment of real estate. The words 
“real estate” as used in the tax law are deemed to include the 
value of all such special franchises. It may of course be 
questioned whether the law is correct in classing a franchise as 
real estate. The objection, however, is in the main purely 
theoretical. From the abstract point of view it is immaterial 
whether we class such a franchise as personalty or as real 
estate. It is both, and it is neither. The real estate of a cor- 
poration is made valuable by the existence of the franchise in 
the same way that the personalty of the same corporation is 
made valuable by the existence of the franchise. The fran- 
chise might therefore be classed either as real or as personal 
property. The practical reasons, however, why the law de- 
clares such a franchise to be real estate lie on the surface. 
Under the New York system, as has already been pointed out, 
it is impossible to assess the franchise as personalty. Further- 
more, even if it were assessed as personalty, there would always 
be a deduction for bonded indebtedness; and heavily bonded 
corporations would thus escape taxation. In the case of real 
estate, on the other hand, no such deduction is allowed. It 
was therefore to meet the special complications of the New 
York statute that the special franchises have been made asses- 
sable as real estate. In many other States bonded indebtedness 
is not deductible from personalty, and there franchises might 
as well be declared to be personal property. In other States, 
again, mortgage debts are deductible from the value of the 
realty, while ordinary debts are not deductible from person- 
alty. In such cases an effective levy could hardly be secured 
unless the franchise were classed as personal property. The 
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classification of special franchises as real estate, it must be 
repeated, is a peculiarity referable to that feature in the New 
York tax system which permits deduction of debt from per- 
sonalty but not from realty. 

The last clause in the section of the law quoted above needs 
a slight explanation. It was inserted to meet the special case 
of the gas companies or electric lighting companies which have 
pipes or conduits under ground and whose pipes or conduits 
are now already taxed as real estate. As pieces of old clay or 
metal, these pipes or conduits are of very little value. It was 
feared that injustice might be done to such corporations by 
adding the value of the franchise to the present assessment of 
the pipes, which derive their taxable value largely from the 
existence of the franchise. It was therefore deemed wise to 
provide that the value of the pipes should be included in that 
of the franchise. 

Another important section of the law provides for deduc- 
tions. Many corporations, under the legislation previously in 
force, are already paying in various ways considerable sums as 
franchise taxes. If the object of the new law was to make all 
corporations assume their fair share of the public burdens, it 
became necessary at the very outset to provide for the avoid- 
ance of double taxation. Some of the corporations in question 
already pay, for instance, a share of their gross earnings to the 
localities in which they happen to be situated. The value of 
a franchise, however, must depend upon the present and pro- 
spective earning capacity. To tax both the franchise and the 
gross earnings would, therefore, clearly constitute double taxa- 
tion. It was hence provided that, when a corporation “has 
already paid to the locality any percentage of gross earnings 
or any other income or any license fee or any sum of money 
on account of such special franchise,” the amount so paid shall 
be deducted from the tax on the special franchise. Certain 
charges, however, are not in the nature of taxes, but are to be 
included under what are technically known in public finance 
as fees or special assessments. Under this head would prop- 
erly come moneys spent for paving or repairing of pavements. 
Such charges as these the new law specifically excepts from 
the deductions permitted from the franchise tax, just as in 
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the case of private individuals an exemption from taxation is 
held not to include an exemption from special assessment. 

Among the most important features of the law is the pro- 
vision for the assessment of the special franchise by a State 
Board. It was deemed wise to place the assessment in the 
hands of the State Board in order to secure greater uniformity 
in the method of assessment. There is, moreover, manifestly 
far less probability of secret arrangements with the corpora- 
tions than would be the case if the assessment were left to the 
local assessors. It was this provision of the law which en- 
countered the chief opposition in the Assembly. The Demo- 
cratic members, representing the interests of Tammany Hall, 
voted almost to a man against the bill for this reason. Rather 
than create a new body for this purpose, the whole matter has 
been put in the hands of the present State Board of Tax Com- 
missioners. The duties of this Board have hitherto been 
simply to equalize the county assessments throughout the 
State. The new functions devolving upon them will make the 
Board one of far greater importance. 

It is evident that the success or failure of the law depends 
upon the action of the State Board. It was considered best 
not to provide in the bill for hard and fast rules in the method 
of assessment. This was done in order to give the Board 
ample opportunity to learn by experience what would be the 
most practicable and the most equitable plan to pursue. 
There is every reason to hope that with the exercise of intelli- 
gence and prudence the State Board will be able not only to 
lay down uniform rules of assessment, but also to place upon 
the special franchise in any particular locality a value which is 
fairly equivalent to that put upon other tangible realty. It 
must be remembered that real estate in the cities of New 
York is assessed at rates all the way from fifty to seventy-five 
per cent. of the actual selling value. It is obvious that, if the 
special franchises of the corporations involved are assessed at 
their full value, there will be an unreasonable discrimination 
against the corporations, The suggestion was even made in 
the preparation of the bill that a clause be inserted providing 
that the franchises in question should not be assessed at a 
higher rate than other real estate in the locality. It was 
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clear, however, that such a provision would be self-stultifica- 
tion. The assessors are now required by law to take an oath 
that they will assess all real estate at its full market 
value, and the law cannot recognize the existence of a prac- 
tice which is in direct violation of its own mandate. 

Regarded as a whole, the new law may be said to mark a 
distinct advance in the tax system of New York. It will 
make those wealthy corporations which have thus far escaped 
payment of adequate and just taxes pay for the valuable local 
franchises which they possess. The assertion that the law 
will impose a burden upon the poorer and less powerful cor- 
porations is unfounded, since, to the extent that the corpora- 
tions are unsuccessful, their franchises are so much less valuable 
and taxable accordingly. The change is to be commended if 
for no other reason than that under its detailed provisions we 
shall finally know what the corporations are actually paying 
in taxes. The revelation will, no doubt, surprise both the up- 
holders and the opponents of the law. On the one hand, it 
will be discovered that many corporations pay in taxes far 
more than the general public suspects; and, on the other hand, 
it will be interesting to learn that a large number of the cor- 
porations are paying less in proportion to the actual value of 
their property than their rivals. The object of the present 
law has been declared by its framers and by the governor to 
be not the taxation of certain corporations more than others, 
or of corporate property in general more than other property, 
but the taxation of every one and of all property alike. The 
special franchise which forms the subject of the tax increases 
the earning capacity of the corporation, and renders its prop- 
erty valuable. Considered from this point of view, the new 
law is a step in the direction of equality of taxation,— how 
great a step must depend very largely upon the action of the 
State Board of Tax Commissioners. 

There remains one final word of comment. In the consider- 
ation of the bill in committee and in the House it was recog- 
nized that the whole measure is in a certain sense a clumsy 
one, but necessarily so because of the existing system of taxa- 
tion in New York. More and more the legislators are awak- 
ing to the fact that the present scheme of the general property 
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tax requires amendment. It is significant evidence of the 
growing appreciation of the need for even wider changes that 
a legislative committee from both Houses was appointed, to sit 
during the recess and to prepare a general plan of reform; 
and it is gratifying to note that in this committee are to be 
found some of the ablest members of the legislature, who not 
only were the foremost in the passage of the franchise tax law, 
but are also thoroughly aware of the necessity of a reconstruc- 
tion of the entire system of taxation. 


Epwin R. A. SELIGMAN. 
CoLuMBIA UNIVERSITY. 
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MUNICIPAL OWNERSHIP OF STREET RAIL- 
WAYS IN DETROIT. 


The people of Detroit are persuaded that they enjoy the 
most convenient system of overhead-trolley railway lines to be 
found in this country. While there are three separate com- 
panies, all the lines are owned by the same persons and are 
managed substantially as one property. The lines in the main 
are well operated and well equipped. The rate of fare that 
prevails generally is five cents, six tickets being sold for a 
quarter, On some of the newer and less-frequented lines, 
however, eight tickets are sold for twenty-five cents,— a con- 
cession obtained by a new company that secured a franchise 
after a prolonged three-cent-fare controversy. When the 
owners of the old franchises secured the control of the new 
corporation, the charter rates had to be maintained. During 
the hours from 5.30 to 7 a.m. and from 5,15 to 6.15 p.m. 
“ workingmen’s tickets” are sold on the old lines, at the rate 
of eight for a quarter. The ownership of the three systems 
is with Mr. R. T. Wilson, of New York City, who is well 
known as an investor in street railways; and with Hon. 
Tom L. Johnson, formerly a member of Congress from 
Pennsylvania, an advocate of the Henry George single-tax 
theory, a street railway manager, and a manufacturer of steel 
rails, Mr. Johnson is the manager of the properties. 

The convenience of the system is due primarily to the 
manner in which Judge Woodward in 1805 was moved to 
lay out the new city after the total destruction by fire of the 
century-old French town of Detroit. Using L’Enfant’s plan 
of Washington as a model, Judge Woodward platted broad 
avenues radiating from a common centre and extending to 
various points of the compass, As a result, all the main lines 
pass a given point; and by combining the routes on two 
thoroughfares, as, for example, Grand River and Jefferson 
Avenues, a passenger living in the extreme north-western 
portion of the city can be conveyed to the extreme south- 
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eastern section without change of cars. Moreover, by track- 
age arrangements with suburban railways, the cars of such 
companies are allowed to come to the centre of the city, so 
that passengers can board cars at the City Hall and be con- 
veyed to the State University at Ann Arbor, forty miles 
distant; or to the great soda-ash plants, twelve miles down 
the river; or to the suburban residences at Grosse Pointe 
Farms, on Lake St. Clair; or to the mineral baths at Mt, 
Clemens, twenty miles away; or to the beautiful city of 
Pontiac, the seat of the State insane asylum, twenty-six miles 
from Detroit. Great passenger coaches, with mail, baggage, 
and light-freight facilities, rush through the streets with the 
speed of an express train; and the private car, with dining 
conveniences, marks the limit of convenience and pleasure. 
Such, in brief, is the Detroit street railway system. 

As compensation for the privileges enjoyed under a thirty- 
year charter, the roads pay a tax of 2 per cent. of gross earn- 
ings. The real estate is taxed, as is other such property.* The 
concession of “ workingmen’s tickets” is also estimated as part 
compensation to the city. 

On March 24, 1899, Governor Pingree approved an act cre- 
ating the Detroit Street Railway Commission of three mem- 
bers, to be appointed by the common council of Detroit; and 
to this commission power was given, in their discretion, to buy 
or lease from the various companies any of the street railways 
lying wholly within, or partly within and partly without, the 
city, and, when so acquired, to maintain and operate them for 
the carriage of passengers and freight for hire. The act pro- 
vides that the purchase price is to be paid in 4 per cent. bonds, 
which shall be a lien upon the property; and authority is given 
to provide from the revenues of the roads a sinking fund for 
the payment of the bonds. But “the commission shall have 
no power to incur any obligation on behalf of said city, except 
such as shall be chargeable only upon the railways and prop- 
erty so acquired and the earnings and increments and exten- 

* This tax yields about $20,000 per annum. The District of Columbia, contain- 
ing about the same population as Detroit, receives 4 per cent. of gross earnings, 
or about $73,000 a year. The rates of fare are the same, but there are no working- 
men’s tickets in the District of Columbia. The price of the Detroit properties is 


fixed at $17,500,000 in bonds, of which amount $70,000 in bonds is to be retained as 
operating capital. 
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sions thereof.” In short, the act creates a commission to own, 
operate, and construct street railways; and, so long as a 
portion of any line shall be located within the city of Detroit, 
the road may extend to Chicago or to the Straits of Mackinac. 

It is beyond dispute that this legislation, at once so exten- 
sive in its grant of power and so novel in its provisions, was 
secured at the instance of the owners of the railways of 
Detroit, represented by Mr. Tom L. Johnson, and that the 
measure had the active support of Governor Pingree, who has 
since become the head of the commission. The legislative 
history of the bill is comprised within one week, and it did 
not have the official support of the Detroit representatives in 
the legislature nor of the mayor of the city. Its passage was 
both hasty and unexpected. At the same time it can be said 
that probably a large majority of the people of Detroit were 
in favor of the ownership of the street railways by the munici- 
pality, while the representative business and professional men 
were opposed to such ownership. 

In arriving at the price to be paid for the property, Mr. 
Jobnson held that, besides the actual cash valuation of the 
lines, equipment, and real estate, he should be compensated 
for the value of the franchises, which value was to be based 
on the estimated profits that would accrue during the lifetime 
of the respective grants. He also stipulated that the bonds 
issued in payment should be secured by a mortgage covering 
not alone the property, but also a new franchise, running 
thirty years from the date of the purchase, if the bonds 
shall be paid at maturity, or forty-eight years in case of 
default and foreclosure. In short, he agreed to sell the roads 
to the city on such terms that, if municipal ownership should 
prove a failure, he would recover the roads and obtain an 
extension of his franchise. Moreover, he insisted that the 
new franchise should provide for the present rates of fare and 
taxation, so that he would not he bound to the three-cent 
fare in case the commission should fix that rate and should 
fail to make the roads pay. 

Without stopping to discuss what mixture of philanthropy 
there may be in Mr. Johnson’s motives,— although this sub- 
ject has attracted much notice, especially in connection with 
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his assertion that in the future people are to ride free,—it is 
to be discovered what economic reasons made such a sale seem 
so desirable to him that he was willing to take the steps neces- 
sary to obtain the required legislation. It is difficult for one 
to predict what may be all the motives, or even what the 
main motives, that actuate a street railway owner and man- 
ager in desiring to dispose of one of his properties; but some 
things appear on the surface. 

In the first place, the prevailing sentiment in Detroit is now 
(as it has been ever since street railways were begun there in 
1864) that the railway companies are not paying to the city 
a sufficient return for the privileges they enjoy; and it is well- 
nigh certain that, in the present state of feeling, no new fran- 
chise could be obtained by a private corporation on any fair 
terms. The city ownership of the tracks, and the leasing of 
them for a term of years to the highest bidder, is probably the 
utmost that could be hoped for. Mr. Johnson naturally wishes 
to dispose of bonds to cover the price he paid for the property ; 
and this he cannot do to advantage with franchises the most 
important of which have but ten years to run, and in view of 
the virtual certainty that no renewal will be granted. Hence 
he is anxious to sell at his own price or something near it. 

Incidentally, he may apprehend that within a few years the 
overhead trolley will become impossible in a city as compactly 
built as Detroit, and that the lines will have to be rebuilt to 
accommodate the underground system, the first cost of which 
is expensive, but the operation of which is comparatively 
cheap. The electrical equipment at Detroit is now at its best ; 
but deterioration is rapid, and expensive improvements from 
time to time will become imperative. 

Should he sell at this time, he will get all the profits of the 
years that his franchises run, and will be subject to none of 
the vicissitudes that such quasi-municipal property meets with. 
Moreover, should municipal ownership fail, he can then take 
back the property with a new and extended franchise which 
he could have obtained in no other manner. 

There is no disposition to attribute to Mr. Johnson any per- 
sonal motives. He has a property to sell. There is a senti- 
ment in Detroit in favor of municipal ownership. He proposes 
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to take advantage of this sentiment to sell at a time when the 
market is good. 

No sooner had the act been approved, however, than a com- 
mittee of Detroit citizens employed counsel to test the validity 
of the new law. The case was brought in the Supreme Court 
of the State of Michigan by the attorney-general, on the rela- 
tion of George H. Barbour and eight other citizens, against 
Hazen S. Pingree, Elliott G. Stevenson, and Carl E. Schmidt, 
the commissioners appointed by the common council under 
the act. It was argued for the relators that the act contra- 
venes the provision in the constitution of the State which de- 
clares that the State shall not be a party to, or interested in, 
any work of internal improvement, nor engaged in carrying 
on any such work, except in the expenditure of grants to the 
State of land or other property. 

This provision was inserted in the constitution of 1850 after 
a sad experience on the part of Michigan in relation to inter- 
nal improvements,— notably, a canal from Mount Clemens to 
the mouth of the Kalamazoo River and the Michigan Central 
and the Michigan Southern Railways, In 1846 the railways, 
so far as constructed, were sold by the State to corporations 
chartered for the purpose of purchasing, at a sum much below 
what had been their cost; and the people provided against 
any repetition of State participation in such enterprises. 

The Supreme Court has construed this provision to prevent 
the improvement of navigation of the Muskegon River (Ryer- 
son v. Utley, 16 Mich. 269), and has held that “what the 
State, as a political community, cannot do, it cannot require 
the inferior municipalities to do” (People v. Salem, 20 Mich. 
487). It was pointed out by the court that the competency of 
the State legislature to authorize a city to acquire and main- 
tain a public park, a lighting-plant, a fire department, and the 
like, is not inconsistent with the views expressed, because such 
objects are a proper exercise of the municipal police. Inci- 
dentally to public lighting, also, a city may furnish light to 
citizens. Under the constitution of Massachusetts, which is 
unlike that of Michigan, it has been held to be competent for 
the legislature to authorize a city to furnish light to its citi- 
zens; yet two years later the same court held that it was not 
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competent to authorize a city to buy wood and fuel to sell to 
the inhabitants, because the carrying on of such a business 
cannot be regarded as a public service for which taxes may 
be levied. The decision of the court has not yet (June 10) 
been rendered. It is generally believed that the court will 
decide the law to be unconstitutional, and steps are being 
taken to accomplish the same object in a way not repugnant 
to the constitution. 

The reasons why no extension of the charters of the Detroit 
railways can reasonably be expected are now to be examined. 
In November, 1862, the city council by ordinance provided 
for the use of certain streets for street railway purposes. The 
returns to the city were in the shape of license taxes on cars, 
and of course soon became inadequate. In 1879, or thirteen 
years before the expiration of the charter, a new agreement 
was made, whereby certain concessions were agreed to by both 
sides. The city granted an extension of the original charter 
for thirty years from that date, or seventeen years beyond the 
life of the original charter; and the roads agreed to an in- 
crease in taxation, and further agreed to sell eight tickets for 
a quarter during “ workingmen’s hours.” From the very date 
of the new ordinance the terms were objected to as being not 
as advantageous as the city had a right to expect. In 1890 
Mr. Pingree, having been elected mayor of Detroit, immedi- 
ately took a stand in favor of greater compensation to the 
city. At that time the roads were still operated by horse- 
power. So strong was the feeling against the management of 
the lines that a riot ensued, in which men of prominence and 
influence in the community were active participants. Under 
the stress of popular feeling the roads were sold twice. 

It having been discovered that the life of the corporation to 
which the original grant was made was limited to thirty years, 
while the city franchise as extended would run for forty-three 
years, a suit was brought by the city to uphold the contention 
that the franchise expired with the life of the original corpo- 
ration. The case was transferred to the United States courts, 
and in the Circuit Court was decided in favor of the city. In 
the Court of Appeals, however, that decision was reversed. 
Judge Lurton, delivering the opinion, held that “a street rail- 
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way company is not incapable of taking a grant of a right to 
use streets of a city for its railway for a term extending be- 
yond its own corporate franchise, the interest granted being 
assignable.” (64 Federal Reporter, 628). In this decision the 
people acquiesced, with the idea that, when the time came for, 
obtaining control over the streets, they would seek more ade- 
quate compensation for the privileges granted. 

The question as to what is adequate compensation is one on 
which the people and the corporation naturally may be ex- 
pected to differ; nor is any charter granted to a private cor- 
poration by a common council likely to be received with favor, 
because of the strong sentiment that has been aroused, particu- 
larly in Detroit, in favor of municipal ownership and lower 
fares. The question, therefore, is simply whether the city 
shall (and can) take action now, or whether the municipality 
will elect to await the expiration of the main franchises already 
granted. 

The present proposition (anticipating an adverse decision 
of the court) is that the commission, acting as a private cor- 
poration, shall purchase the roads, and obtain a new consoli- 
dated security franchise substantially on the same terms as 
proposed for the municipal commission, the new corporation 
to hold the property in trust for the city until such time as 
constitutional authority for municipal ownership can be ob- 
tained, either by amending the constitution or in some other 
manner. The question naturally arises as to how far such 
action would differ from an extension of the present franchises 
to their present owners. The only new point in the contro- 
versy, in its present form, is whether the trial of three-cent 
fares by an inexperienced management is a sufficient compen- 
sation for granting the extension of a charter for nearly half 
a century. 

CHARLES Moore. 
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Tue cause of education gains by the election of President 
Arthur T. Hadley of Yale University, and we trust the cause 
of economic science will not lose too heavily. The new 
honors and responsibilities have been worthily won by Presi- 
dent Hadley, whose career as an administrator, it may be pre- 
dicted, will be no less brilliant than it has been as a teacher 
and writer. Economic students meanwhile will hope that his 
pen may remain at their service in the future as in the past. 

At the Commencement ceremonies of this year Harvard 
University tendered her congratulations alike to President 
Hadley and to the ancient seat of learning he has been chosen 
to represent, by conferring on him the honorary degree of 
Doctor of Laws. 


THE organization of the central administrative force of the 
Twelfth Census has been completed by the appointment, as 
one of the five “ chief statisticians,” of Mr. S. N. D. North, who 
will have charge of the statistics of manufactures. The other 
appointments to the leading parts were noted in the last issue 
of this Journal.* Mr. North’s qualifications for the work in- 
trusted to him are of the highest, and make it certain that this 
part of the census work, like the rest, will be ably directed. 

The United States Industrial Commission, whose organiza- 
tion has also been described in these columns,t has made sev- 
eral commendable appointments of specialists to aid in its 
investigations. Professor J. W. Jenks, of Cornell University, 
is “expert agent” on trusts and industrial combinations; Pro- 
fessor E. R. Johnston, of the University of Pennsylvania, has 
the same appointment on transportation; and Mr. F. J. Stim- 
son, of Boston, is special counsel to aid in the preparation of 
a report on labor legislation. 

* See p. 35 of the current volume. 


+ See the article by Mr. Carroll D. Wright, p. 228 of the current volume. A 
more detailed account is given in the North American Review for June, by Mr. 
North, who is a member of the Industria! Commission. 
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In May of the current year a notable conference was held 
in Berlin for the renewal and support of the movement to 
promote international concert with regard to labor legislation. 
Among those in attendance were legislators, business men, 
and scholars; and a committee of twenty was appointed to 
maintain and enlarge the organization, with authority to take 
part in an international conference and to form a national 
section for Germany. 

It will be recalled that this subject was discussed at the 
Berlin Conference of 1890 and at the congresses at Ziirich 
in August, 1897, and in Brussels in October, 1897. At the 
last-named gathering, at Brussels, a committee was appointed 
to draft articles for an international organization; and the 
completion of this draft has now led to the Berlin movement. 
Among those who took part may be mentioned Professors 
Brentano, Schmoller, and Wagner. The Socialist party in 
the Reichstag, oddly enough, refused to take part in the move- 
ment,— at first, on the ground of some informality in the invi- 
tation extended to them; but, finally, after repeated invita- 
tion, with simply a flat refusal. 


Tue “franchise” tax act in New York, of which an ac- 
count appears in another column from the competent hands of 
Professor Seligman, is but one of several tax measures of im- 
portance which have been under discussion in different States. 
This one alone reached the stage of enactment, showing once 
more how all-important is the element of courageous leader- 
ship in securing legislative action. In Michigan, a bill for 
taxing railway companies on the whole “value” of their 
property, on a plan analogous to that used in other States of 
the Middle West, was strongly urged; but an act previously 
passed in the same session for taxing express companies in 
the same manner was held unconstitutional by the Supreme 
Court of the State, and the railway bill was then withdrawn. 
A plan for an income tax, to be assessed by declaration of the 
tax-payers, was also under discussion ; and, finally, a proposal 
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for a tax commission to investigate and report. Nothing 
came of all this; and yet it is clear that sooner or later — 
and probably sooner rather than later — noteworthy changes 
will be made in Michigan. In Massachusetts the movement 
for a general succession tax is gaining strength. A bill for a 
graduated tax ranging from 1 per cent. on estates under 
$50,000 to 8 per cent. on estates over $5,000,000 was passed 
by the Massachusetts House; and, when this was rejected by 
the Senate, another bill for a level tax of 5 per cent. was 
passed by the House, but also failed in the Senate by a nar- 
row vote. Here, too, it is only a question of time when this 
addition to the tax system of Massachusetts will come; while 
it must remain a question whether the change will be accom- 
panied by other needed readjustments in the tax system. 


In the Jahrbicher fir National-ekonomie (No. 5 of the 
current volume) Professor J. Conrad brings down to the pres- 
ent time the index numbers for prices in Hamburg which have 
been published from time to time in that journal; and in the 
Journal of the Royal Statistical Society for March Mr. A. 
Sauerbeck brings to date his much-used index numbers for 
English prices. Some of the salient results of these inquiries 
are here noted for convenience of reference and comparison. 

The simplest and most easily comparable figures are the 
general index numbers showing the arithmetical means of the 
prices of the several years. Mr, Sauerbeck’s figures represent 
an average for 45 commodities in London; Professor Conrad’s, 
for 168 commodities in Hamburg. For the former the average 
for the decade 1867-77 is taken as the base (= 100): for the 
latter the average for 1871-80 is taken as the base (= 100). 
Professor Conrad’s figures are given year by year only for the 
most recent period. These divergences in the basis and 
method of presentation of the results need to be borne in mind. 
The figures are : — 

















1879 
1880 


1881 
1882 
1883 
1884 
1885 


1886 
1887 
1888 
1889 
1890 


1891 . 
1892 
1893 
1894 
1895 
1896 
1897 
1898 


1889-93 
1894-98 
1896 
1897 
1898 
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Sauerbeck. 
45 commodittes. 
1867-77 = 100. 


1881-85 


1886-90 


1891-95 


1893 
1894 
1895 
1896 
1897 


Conrad. 


163 


99.9 
83.4 
81.8 
82.6 
84.0 


82.0 


83.0 
78.38 
78.4 
74.8 
771.2 





a 


commodities. 
1871-80 = 100. 


The trend of the figures is the same in both cases; and for 
recent years they indicate that, while a slight rise of prices 
took place in 1897 and 1898, the range is still below that for 
1893. Substantially the same results are derived from the 
price quotations collected in Germany by the Imperial Bureau 
of Statistics, which, like Mr. Sauerbeck’s, are continued to the 
year 1898, In these, with the whole period 1879-98 as a basis 
(= 100), the index numbers are : — 


Professor Conrad gives still a different set of figures, repre- 
senting the weighted mean for 22 articles, the articles being 
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weighted according to the quantities consumed in Germany. 
The index numbers so obtained are : — 


1871-80 = 100. 
Ee ky ee ae ae te 81.8 
| a ee ee iD fy 60 ay 7.9 
ee eee ee “or oe a ae 68.7 
ae @ ¢-e m es 6 6 « a re 65.5 
ee so 4% eS ee ea ee a 58.7 
a sé 6 wo Sn ee io, ewig Nak de Ne 57.5 
i 0.6 6 Rok ele ee on ee 57.1 
es» eke Ge eee i 60.1 


This weighted mean would indicate a fall in prices far 
greater than that deduced from the simple average of the 143 
Hamburg commodities, But as only 22 articles were used in 
making up the weighted average, the discrepancy is not neces- 
sarily significant of a divergence in the outcome of the two 
methods; and the much larger number of commodities used 
for the simple mean makes the figure so obtained the safer one. 

For 47 Hamburg articles prices are on record for the period 
1840-1897 which are strictly comparable ; that is, of commodi- 
ties whose quality has remained the same. Virtually, all of 
these show in 1897 prices lower than their average for the 
earlier half of the period; i.e, for the years 1847-70. Only 
four show higher prices; namely, coffee, cocoa, herrings, and 
linen yarn, As compared with the years immediately preced- 
ing, the year 1897 shows no changes of much significance. 
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Cambridge, Mass. 





PUBLICATIONS 
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AMERICAN ECONOMIC ASSOCIATION. 


NEW SERIES. 


No. 1. The Cotton Industry: An Essay in American Economic History. By 
M. B. HAMMOND, Ph.D. Price $1.50; cloth, $2.00. 

No.2. Report of the Committee on the Scope and Method of the Federal 
Census. (Essays by Statistical Experts.) Price $2.00; in cloth, $2.50. 











ECONOMIC STUDIES. 


[ISSUED BI-MONTHLY. | 


VOLUME Ill. 


Handbook and Report of the Tenth Annual Meeting. rice 50 cents. 

No.1. Government by Injunction. By WILLIAM H. DunBAR, A.M., LL.B. Price 
50 cents. 

No.2. Economic Aspects of Railroad Receiverships. By H. H. Swain, Ph.D. 
Price 50 cents 

No.3. The Ohio Tax Inquisitor Law. By T. N. CARVER, Ph.D. Price 50 cents. 

No.4. The American Federation of Labor. By Morton A. ALDRICH, Ph.D. 
Price 50 cents. 

No.5. The Housing of the Working People in Yonkers. By Ernest L. Bocart, 
Ph.D. Price 50 cents. 

No.6. The State Purchase of Railways in Switzerland. By Horace MICHELI- 
Translated by JoHN CUMMINGS, Ph.D. Price 50 cents. 


VOLUME IV. 


No.1. Address on Economics and Politics. By A. T. HADLEY.—Report of the 
Committee on Currency Reform.—Report of the Committee on the Twelfth 
Census. Price 50 cents. 

No.2. Personal Competition: Its Place in the Social Order, with Some Con- 
siderations on Success. By C. H. CooLey, Ph.D. Price 50 cents. 

No.3. The Teaching of Economics in Schools. By F. R. Clow, Ph.D. Price 
50 cents. 





Price of each of the first ten volumes of Monographs, unbound, $4.00. Bound 
in cloth, $5.00 for a single volume, $4.00 for each additional volume. The set 
of ten bound volumes, $41.00, sent prepaid. Price of volume eleven unbound, 
$2.00; bound in cloth, $2.50. Price of each volume of Studies, unbound, $2.50; 
bound in cloth, $3.00. Any bound volume will be sent postpaid to members for 
75 cents in addition to the unbound numbers, if returned prepaid in good 
condition. Copies are also offered in half morocco, at 50 cents per volume 
additional to the price in cloth. 

Separate subscriptions by non-members, libraries, etc., for the Studies, $2.50 
per year, or $4.00 for all the publications. Any single Monograph may be 
obtained at the price given in the list. 

One-sixth Discount to Members and Subscribers on all Orders. 


Address subscriptions, applications for Address orders for Studies and Mono- 
membership, and inquiries to graphs to the publishers, 


eee SECRETARY =| = THE MACMILLAN CO., 


Ithaca, N.Y. 66 Fifth Avenue, New York. 
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Descriptive pamphlets relative to the above-named courses for the year 1899-1900, 
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THE SECRETARY OF HARVARD UNIVERSITY, 
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THE MACMILLAN COMPANY’S 


NEW BOOKS ON ECONOMICS, ETC. 


The Government of Municipalities. 


THE GREAT MUNICIPAL PROBLEMS STATED AND PRA‘ 
CAL METHODS SUGGESTED IN AID OF THEIR SOLUTION 


By the Hon. DorMAN B. EATON, formerly Commissioner of the U. S. Civil Service. 
Columbia University Press. Just ready. 2 vels. $4.00 net. 

Theoretical in reference to American con- | Practica/ in the light of the experiences of 
stitutions and the relations of the city municipal organizations in both Amer- 
to the State and to individuals. Home ica and Europe. Causes of existing 
rule, the theory of an autocratic may- evils are exposed, and efficient reme- 
oralty, and the true relations of politi- dies suggested. Tammany politics 
cal parties to city government are dis- | and the charter of Greater New York 
cussed. are here fully treated. 


By Pror. F. G. GOODNOW, LL.D., Columbia University 
Municipal Problems. Municipal Home Rule. 


Each, cloth, 16mo, $1.50 neé. 

“Professor Goodnow’s work must be “Without doubt one of the most tren- 
classed among the three or four most in- | chant and scholarly contributions to politi- 
structive and thorough discussions of the cal science of recent writing, remarkable 
subject of municipal government extant.” | for analytical power and lucidity 
The Springfield Republican. ment.”— Chicago Evening P. 


The Rise and Growth of Ameri- | The Study of City Government. 


can Politics. . : z P 


I t ( A 
DELO I WILcox, 


Crown Svo, cloth, $1.5 


A SketTcu oF ConsTITUTIONAL DBVELOPMENT. 
By HENRY JONES ForD. Cloth, 12mo, 
$1.50. 

“A book which will prove of genuine interest to 
the students of American politics.... A valuable 
contribution to the literature of our political and 
governmental development It contains a vast 
amount of information.’’—7#e Sux, Baltimore 


An Examination of the Nature 
of the State. 
A Stupy 1s Powiticar Putvosopny. 


By W. W. WILLouGHBY, Johns Hopkins 
University. Cloth, 8vo, $3.00. 
‘It is not often that we hay e to notice a work 
which in penetrative analysis or in reco mstruc- 
tive generalization will compare with this.”’—7%e 
independent, 


The Philosophical Theory of the 
State. 


-D Bosant 


* Luminous and exhaustive; instructive at ev 
The Lesson of Rintaies Gov ernnient. 
Two volumes, cloth, 8 
‘* An exceed- By GAMALIEL BRADFORD. A constructi and criti “So admi- 
ingly valua- cal attempt to show that not only does the trend of yably classi- 
able contri- events tend to show that Democracy is a form of fied that it is 
bution to the government which will remain, hat i the best invaluable 
subject.’— form so far developed. for refer- 
Chicago Trib- ‘The work is strong i $ gras f ' € subject, i treat ence.’’—-Book 
une. The Chronicle-Telegraph, — . 
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